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PREFACE 

This symposium intends to throw light on some of the 
leading problems of Indian banking and currency with which 
this country is faced. The contributors are authorities in the 
subjects on which they have made the contributions which 
form this symposium; and we trust this group study will 
help a clearer and better understanding of some of the very 
intricate issues, which require attention. 

Contributions on certain important subjects had to be 
left out due to one reason or the other. We are specially 
sorry to have to omit Dr. Cyan Chand’s illuminating con, 
tribution on Reserve Bank in Action and Sir Chunilal B. 
Mehta’s thought-provoking contribution on Inflation and 
Currency Problems, besides several others. As the publica.' 
tion of this symposium has already been considerably delayed, 
it was thought advisable to publish it immediately, even 
without these contributions. 

We hope this group study of our banking and currency 
problems by India’s leading experts — both economists and 
practical bankers— will succeed in accomplishing the object 
which it intends to serve. 
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THE FUTURE OF FOREIGN CAPITAL 

BY 

Nalini R. Sarker 

The needs of post-war reconstruction in devastated or undeve- 
loped countries, which lack the resources necessary for undertaking 
the task and accomplishing it With reasonable expenditure, has 
brought the question of foreign capital to the fore. The subject is 
indeed as old as Economics and both as a problem of economic 
theory and as a practical issue of economic policy, its pros and cons 
have been widely and almost exhaustively discussed. The present 
setting of world conditions in which the conflict of economic inte- 
rests between advanced and backward countries may be said to have 
become less sharp, calls for a reorientation of the traditional outlook 
on this problem. 

Rationale of International Investment 

It is an economic trusim that capital, combined with skill and 
enterprise, is essential for the development of a country’s economic 
potentialities,, and for securing higher income-levels and higher stan- 
dards of welfare for its inhabitants. But the distribution of capital 
over the countries of the world is still very unequal. At the same 
time, scope for development or avenues of fresh investment are, by 
the same token, unequal. These considerations constitute the rat- 
ionale of international investment which, if used along different lines 
and in different forms, will put the savings of the world to the most 
advantageous use. In the absence of the freedom of the flow of in^ 
ternational capital, the expansion of an undeveloped country with 
insufficient capital accumulations may be severely limited or may be 
achieved by forcing severe privations on the common people. The 
latter was true, for example, of Soviet Russia, where the capital 
required for the execution of successive five-year plans was squeezed 
out of the standard of living of the people. Had Soviet Russia been 
able to obtain the assistance of foreign capital, the sufferings of her 
people would have been minimized, if not altogether avoided. 

Apart from this consideration, an ‘^expanding world economy”, 
which every nation has accepted as the ideal to follow, cannot be 



2 


NALINI R. SARKEE 


fully realised without a continuous flow of investnrent internation- 
ally. This is confirmed by the economic development of the 19th 
Century, as well as by the incipient trends of the evoluticjn of world 
economy in future. It was in recognition of this fact that the World 
Bank Plan was evolved at Bretton Woods as an adjunct to the 
Monetary Fund to facilitate the flow of international capital. Such 
flow of international funds not only helps the borrowing but also 
:he lending countries. This may be illustrated with reference to the 
U. S. A., the' No. 1 creditor nation of the world. As the U. S. A. 
is a fully developed and mature country, an enormous volume of 
savings is effected with hardly any privation worth the mention. 
Not all these savings, however, can be utilised at home without 
leading to a ifiarp fall in the marginal efficiency of capital, which is 
already tending downwards due to the congestion of the internal 
investment market in theU. S. A. With a population that has 
almost ceased to grow and internal development reaching a high 
level, the scope for the profitable utilisation of expanding Amejican 
capital within the country must soon begin to fade altogether. The 
American investors must then seek a higher return by lending abroad 
rather than investing at home. This is not only a question of a 
higher return for individual investors. With it is bound up the 
question of maintaining full employment at home, since investors 
not earning a fair and reasonable return on their capital will be 
compelled to restrict their volume of output with consequent unem- 
ployment for many. 

Drawbacks of Foreign Lending 

In an economic analysis, it is however well to point out certain 
drawbacks of foreign lending. From the standpoint of the creditor 
country, it can become a danger if a nation is too dependent upon 
its income from investments abroad. A great war or any political 
crisis that shakes a continent can dist^urb to its roots an economic 
structure that rests on such a foundation. Britain has been reduced 
to this plight by the war that has recently ended. But the mpre 
serious defects of foreign lending emerge from the point of view of 
the debtor. Apart from the fact that a certain proportion of the 
profits naturally go out of the country year by year, the vested in- 
terests created by external capital have a tendency to acquire poli- 
tical influence in the debtor country, which is usually exercised for 
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supporting the status ciuo and resisting pplfttcal and social progress. 
This has happened in practically all the Asiatic countries with the 
exception of Japan. Chiri a, despite her political status, has long 
been the battle-ground of foreign capital from the major countries. 
Malaya, Thailand and Indonesia have h A to pay for their foreign 
loans with their political freedom. Similarly in India and Burma, 
foreign capital has brought within its grip many an indigenous ind- 
ustry. Consequently, foreign capital in these areas has created not 
a little bitterness among the people, which has naturally reacted 
adversely in the political sphere, the more so because the expecta- 
tions and yields of such investments were generally among the 
highest for comparable risks in any part of the world. 

Foreign Capital and National Political Status 

It should be remembered, however, that generally speaking 
foreign capital has obtained control of industries in countries which 
have a subordinate political status, while in free countries control 
has to be less direct or open. The principal areas to which foreign 
capital has hitherto flowed are the European countries, the British 
Dominions and Colonies, the South East Asiatic countries and the 
Republics of Latin America. Most of the countries in the three 
latter groups are primary producers with a dependent political status, 
while the countries in the first category, namely those in Europe, 
besides enjoying sovereign political status, are not primarily producers 
of raw materials and foodstffus for export. Foreign investment in 
these latter countries has not led to the creation of vested interests 
of the same kind as in countries politically dependent. It appears, 
therefore, that if a country could get rid of this disability and achieve 
full freedom and severeign power, foreign investments may be largely 
shorn of their baneful tonsequences. But instances of free countries 
suffering increasing foreign domination on account of the loans they 
had taken are not few and far between. And this explains the almost 
universal dread of foreign loans and investments on the part of the 
borrowing countries. 

Foreign Capital in India : Its'Magnitude 

The question of foreign capital in India has to be considered 
against the^ background of both these tendencies. To start with, it 
should be mentioned that there is no reliable and accurate estimate of 
the aggregate foreign capital sunk in India* Most current estimates 
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are based on guesswork dnd many’ of the pce-war estimates have 
naturally become out of date. The divergence between any two 
estimates is so wide that .they do not offer a dependable basis for any 
sound conclusions. The need for a census of foreign capital in India 
is imperative, from whatever point of view one looks at it; the sooner 
it is done by Government in collaboration with commercial bodies, 
the better. 

An idea of the magnitude of foreign capital employed in 
India may be had by considering certain broad features. The 
total overseas investments of Great Britain in 1930 were estimated 
at £ 4.000 millions. In rhe same year, the “Economist” estimated 
British investments in India at £ 700 million, which is approximately 
l/6th of Britain’s total overseas investments. In 1933 the British 
Associated Chambers of Commerce estimated British investments in 
India at;^ 1,000 millions, or roughly one quarter of Britain’s total 
overseas investments. 

Return on Existing Holdings 

To-day British investments in India are considerably lower than 
in pre-war years partly because Burma was separated from India in 
1937, but chicly because well over £ 350 million in British-held sterling 
obligations of the Government of India have been repatriated during 
the war. This leaves, on the basis already mentioned, something in 
the neighbourhood of £ 240 million worth of British envestments in 
India. This figure seems far too small iri view of the position as we 
find it, but even if it be accepted, it is by no means negligible and 
far exceeds Britain’s combined investments in its Asiatic depen- 
dencies. Further, although British investments in India have been 
reduced, India still remains a good source of profit to England. It 
is very difficult to secure estimates of the t9tal returns but, accord- 
ing to one British calculati'^n, the remaining sterling debt of approx- 
imately £ 12 millions brings in £ 550,000 annually; the commercial 
and industrial investment of £ 240 millions yields £ 16,500,000 every 
year (6|y per cent) ; and annual pensions amount to £ 5,900,000. 
To this annual total of £ 22, 950,000 — in itself a not inconsiderable 
sum — one has to add the remittances of' Englishmen now employed 
in India and the returns on shipping and insurance services to reach 
anything like a correct figure. This shows that, although British 
investments are considerably reduced, the return on the remaining 
investments is by no means small or insignificant. 
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Distribution of Forign Holdings 

One of the characteristic features of India’s foreign borrowing 
has been the relatively large amount of external indebtedness 
contracted by public authorities in proportion to the total amount 
of forign capital employed, while capital employed in private indus- 
tries amounted to about one^third of the total. Today, due to the 
liquidation of sterling debts, most of this public borrowing has 
vanished. Of the amount engaged in private industries (about 240 
millions according to a British source) over half is employed in trad- 
ing and manufacturing industries. Banking and loan companies and 
insurance companies together absorb rather more than one-fifth; 
steamship, railway, and other transport enterprises about 13 percent, 
and tea plantations and mines, about 5 per cent. each. 

Balance Sheet of Gains and Losses 

tn estimating the gains and losses arising from the employment 
of foreign capital in this country, one should initially recognize, as 
pointed out by the External Capital Committee, that British Capital 
has helped India in several ways not easily realised, because they do 
not lie on the surface. A good proportion of the capital which they 
invested did not become properly remunerative until after years of 
strenuous work and waiting. The huge profits made by British busi- 
ness in India are usually apparent, but the losses which they had to 
bear at one stage or another are generally ignored. These initial 
losses are inevitable when a country is first sought to be developed. 
And these losses the British capitalists had to bear. “But once the 
country is developed — as it is now — once railways and steamships 
are built, markets are established, demand is stimulated and created, 
population has increased, the labouring class is created and trained- 
all those who handle industries later on get the benefit of this 
development without being called upon to pay any price for it. 
Indian capital which is now for the first time financing industries 
has avoided all these initial costs of development.” Perhaps this 
point of view is put in a rather extreme form, but the fact must be 
admitted that the fields of Indian business were cleared long ago by 
British capitalists. While this does not constitute any justification 
for further penetration by foreign capital at this stage of India’s 
development, the point should not be lost sight of in an objective 
assessment of the gains and losses arising from the employment of 
foreign capital. 
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But the lossess far outweigh the gains. India’s position with 
r<*gard to foreign capital is very different from that of Japan’s. 
Japan borrowed from abroad to finance her development, but retai- 
ned control of such capital and her destiny in her own hands and 
eventually developed from a debtor to a creditor nation. But India 
has suffered from the disadvantage that her utilisation of foreign 
capital has entailed outside control over the choice of investments 
and hence over the general tread of economic development. Fur- 
thermore, one can easily realise that “investment has been guided by 
British rather than Indian interests, that profits and interests have 
been drained out of the country, that enterprise has been concentra- 
ted upon commercial and a few special types of industrial concerns 
to the neglect of broader industrial needs, that Indians have not 
enjoyed full opportunities for technical and managerial training and 
experience and that undue advantage has been taken of the cheap - 
ness and abundance of Indian manual labour.” lylany of these char- 
ges are doubtless true even if some of them have been expressed in 
a somewhat extreme form. 

Future of Foreign Capital in India : The Right Perspecti^fe 

In evaluating the future role of foreign capital in India, it can be 
laid down as a general principle, as the External Capital Committee 
did, that the inflow of external capital is not only unobjectionable 
in itself but it is a valuable factor in assisting the economic develo- 
ment of a country and in increasing its wealth and employment, 
provided it does not lead to the establishment of foreign control and 
management over its economy. It would, however, be even more 
advantageous if India s requirements of new capital were supplied 
from internal sources as far as possible. As the External Capital 
Committee has recognised, India already possesses a large store of 
potential capital to meet the larger sh re of India’s industrial 
requirements but much of it is shy, conservative and requires to be 
drawn out. The real solution of the problem lies in the encourage- 
ment of the Indian investor and the mobilisation of India’s internal 
capital resources by a more widespread development of banking 
services and credit facilities. 

Do We Need Foreign Capital 1 

Assuming that everything possible will be done to develop 
India’s capital resources, shall we still'-be in need of foreign capital 
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as a supplementary source ? This is the most vital question that 
suggests itself and the answer obviously would depend on India’s 
plan for development and the total cost of the same. It is commonly 
assumed that foreign capital is necessary; but conditions have chan- 
ged so vastly in recent years that this old assumption cannot be 
accepted without re-exmination. It is easy to exaggerate the 
capital requirements of a comparatively under-developed country 
like India and then go on to afgue that all the capital required is 
not available inside and that a large part of it, therefore, will have 
to be borrowed from other countries. While persistent and praise- 
worthy efforts have been made to assess India’s capital need, a like 
attempt has not been made to appraise the total amount of capital 
available for investment within the country from current savings. 
For the present purpose, it would be sufficient to restrict our calcula- 
tions to the amount of capital that India would require within the 
next ten years. 

India's Capacity to Use Capital 

While it is necessary to know how much capital we heed, it is 
equally important to estimate how much capital we could use every 
year or during a particular period of years. Our need for capital 
may be large but it is obviously inadvisable to borrow more than we 
can use efficiently and profitably at each stage. There are many 
limiting factors that prevent us, under the existing conditions, from 
properly utilising as much capital as we may need. There is, in the 
first place, the question of trained personnel. The amount of 
technical and expert assistance available in India is limited both in 
quality and quantity. It is possible, of course, to hire expert tech- 
nical men from abroad; but even here there are obvious limitations, 
as every completed year of development will entail so many more 
men to run the factories that may have been built than will be avail- 
able,itapart from the men needed for the next stage of development. 

The actual availability of plant and machinery from abroad is 
another factor that should be taken into consideration. From pub- 
lished reports, from impressions gathered at first hand by our own 
Delegations and from our recent experience, it does not seem prob- 
able that capital equipment would soon be available to India in 
anything like’^the quantities that we may need. Even if this were 
released, there is a limit to the number of factories we could build 
in a particular year in 'view of the extreme shortage of coal and 
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building materials in India, especially steel, in the aftermath of a 
global war. (Taking all these factors into consideration, I would 
put ^ the total amount of capital that India could use in a year at 
Rs 300 crores, with Rs 350 crores as the most optimistic figure. I 
think that Rs 300 crores could be found comfortably from our own 
saving, especially as we have repaid a very large part of our foreign 
obligations and the amounts which formerly used to be remitted to 
England as interest and profits, • are now available for internal 
investment. ^ * 

It is safe to assume that as the years go by, our ability to absorb 
capital will also increase and one can also foresee that within a 
reasonably short period of time, we may need to import some capital 
from abroad. Even if we assume for argument’s sake that India 
could find all the capital she needs from her own resources, it may 
be necessary to incur foreign obligation for obtaining technical 
assistance, plant and machinery, the Use of patent rights etc. from 
the countries concerned. In such special circumstances, foreign 
interests 'may. insist on some share in certain types of undertaking 
in India, which cannot be started without highly specialised foreign 
technical skill and machinery and processes protected by patent 
rights. There appears, however, to be a dangerous tendency at 
work among foreign investors and specialists who wish to take 
advantage of India’s necessity by insisting on a controlling interest 
in Indian economy as the price of foreign capital and technical aid. 
In such cases of direct investment by foreign investors, we have the 
establishment of joint enterprises in which foreign enterpreneurs 
contribu*'e a part of the capital. Generally speaking, however, 
direct enterpreneurial investment is likely to be preferred by foreign 
investors to such joint enterprises. In the latter case, there will be 
difficulties arising out of the fact that the different rates of interest 
in respect of the capital raised by foreign and national investor^ may 
give rise to divergent business and dividend policies. Another 
difference may arise if the foreign investor is a large corporation with 
a high degree of vertical integration. It would be difficult for such 
an investor to find a corresponding national partrier in an unde- 
veloped country. It would thus be obliged to establish joint enter- 
prises with different firms and this may act aa an additional deterrent 
to investors going in for this form of investment. However that 
may be, India, in view* of her past experience, can never agree to 
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any terms which entail foreign control. Today India needs more 
foreign technical and managerial assistance in certain fields than 
foreign capital. This assistance should be made available on mutu- 
ally agreed and usual business terms and as such» no question of 
control by foreign interests should at all arise. In some cases forei- 
gners may of course insist on joint enterprises, which may be agre^ 
to, provided this will not involve the debtor nation surrendering the 
dominating share thereof. Participation by foreign interests ranging 
from twenty to thirty per cent, of the capital requirements is all 
th^t need be allowed in such cases. 

In Defence of Foreign Capital 

The protagonists of foreign investments have, however, put 
forward a plausible case in defence of foreign capital when faced 
with the growing bitterness of colonial and backward peoples against 
the adverse effects of such borrowing. To begin with, the virtues 
of foreign capital are emphasized, particularly the benefits accruing 
to the borrowing countries. These countries, it is pointed out, in 
default of the free and fertilising flow of capital and skill would be 
left to their “own lack of resources” in developing their backward 
economic structures. This line of argument goes on to deplore the 
fact that the rising tide of economic nationalism in certain backward 
countries is used as a subterfuge to put obstacles in the path of this 
life-giving flow of international capital and expert. 

The porblem is thus deliberately posed from the borrower’s 
point of view in order to show that foreign capital flows into depen- 
dent areas not without a certain measure of altruistic and benevolent 
motives apart from its undeniable good effects. From this it is but a 
short step to argue that to enable such investment to flourish to the 
general advantage of all, certain preliminary conditions must be ful* 
filled. The fundamentals of such a policy for the fostering of inter- 
national investment are the implementation of measures to minimise 
the risks especially associated with foreign investment — risks both 
political and commercial. The commercial risks relating to inter- 
national investment are those of ordinary local or indigenous invest- 
ment merely intensified in degree. The political risks, however, inc- 
lude disputes about control, blocking and depreciation of currency 
and exchange, interruption of operations, and payments by war 
and civil commotition, undermining of trade by tariffs and quotas, 
penal taxation or confiscation of property and profits, discriminatory 
2 
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legislation etc. Special risks of course attach to investments which 
depend for their value on the continuance of a polit-cal privilege. 
All such political risks differ from normal commercial risks inasmuch 
as they do not emanate from the ordinary economic process so that 
their effects are imponderable. It is further claimed that nations 
receiving foreign capital should not impose burdensome regulations 
relating to its administration and the conditions of operation. In 
default of these minimal conditions being fulfilled it is contended 
that ^‘the volume of direct investment will be smaller, investors’ 
losses will be largor, and the costs and difficulties to the recipient 
country of obtaining foreign capital with technical skill will be greater 
than they need be.” The last part of the sentence contains a veiled 
threat to the effect that countries in need of foreign capital will be 
denied the same unless these conditions are accepted, unless, that is 
to say, the investing countries get their own terms — their pound of 
flesh. To make assurance doubly sure, the conditions enumerated 
above are sought to be incorporated in a code of International 
Gommcrcial Conduct or Fair Treatment, “guaranteeing a reasonable 
freedom of capital movemens, of business opeartion, of adminis- 
trative contr A and of remitting profits.” Tliis Code is also to include 
pnwisions precluding discriminatory action against the investing 
country. 

In all such matters a policy of give-and-take is called for, sub- 
ject to the fundamental principle that the invester shall not be all- 
owed to selfishly exploit the borrower, who in his turn shall of course 
not deal unfairly with foreign capital. There are certain undeniable 
benefits flowing from such capital, for a large part of the new stream 
of wealth thus created will remain in the borrowing country. It is, 
however, incumbent on the latter to prohibit foreign investments 
mimical to the national to the national interest or which seek to 
displace indigenous capital in existing or new ventures. The borrow- 
ing country, moreover, should seek to train its own personnel in 
technical lines with a view to expanding its own employment. 
Properljy viewing the problem, therefore, certain safeguards would 
be adequate to protect the interests of the borrowing country as far 
as possible so that the flow of foreign capital can be of mutual 
advantage. The underlying idea of such safeguards should be to 
avert the creation of vested interests in the borrowing countries. 
The terms and conditions insisted upon by foreign capital must be 
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made to fit in with this fundamental condition from the borrowers* 
side. , 

Sources of External Finance 

Granting our need to borrow some money from abroad to 
supplement our internal capital, the next practical point to consider 
*is who will lend us such finance ? It would be more correct to ask 
who couM lend us. The suggestion regaiding borrowing from one’s 
debtor does not make good commercial sense. England’s indebtedness 
to us has already exceeded a thousand crcres of rupees mark, and the 
figure has been further mounting up. Besides, she herself desperately 
needs a loan from America. One occasionally reads about England’s 
willingness to lend us. 'VC'hile this is appreciated as an expression 
of goodwill by Britain’s industrialists and financiers, it is only fair 
to suggest that if Britain has any surplus funds of this nature she 
should utilise them first for the repayment of the vast sums of money 
she (^wes India. 

The only other country in the world today that may lend us is 
America ; but her desire to lend does not appear either very strong 
or pronounced. There are other prior claims on her savings. She 
is already under an obligation to lend England and war-stricken 
Europe. Then there is China, South America and the South West 
Pacific countries. India, I am afraid, is very low down on America’s 
list of lending priorities. This is a fact that is not suiEciently 
appreciated. The real position is that even if we need and desire 
foreign capital, we cannot get it in the immediate future in the 
required quantity, if at all, and shall therefore be forced to fall back 
on our own resources. 

The Method of Borrotuing 

It is clear from the above that extensive borrowing from 
foreign countries should be ruled out under present conditions at 
least for some years to come. I am aware that there is a strong 
body of public opinion in India in favour of foreign borrowing; 
but no attempt has been made by this school of opinion to specify 
the method of such borrowing and the terms. The clamorous 
'demand for foreign loan is in itself a sign of weakness and foJreign 
capitalists will not be slow to take advantage of it. The average 
Indian industrialist is neither organised nor strong enough to nego- 
tiate on equal terms with powerful foreign financial or industrial 
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interests and there is therefore always the danger of an individual 
borrower in India being compelled to accept terms that may not be 
in the best interests of the country. The history of private inter- 
national borrowing should be a sufficient warning to India. I would, 
therefore, suggest that if at any stage foreign capital is found to be 
necessary, such requirements should be estimated from time to time 
by the Government and the money should be raised as loans to the 
Government from foreign countries. In this way we could not only 
get more favourable terms but could also avoid the danger of any 
proprietary interest in Indian industries being 'vested in foreign 
organisations. The Government, after raising the loans should 
distribute the same to the industries that require them. In certain 
industries involving the use of international patent rights and requi- 
ring the assistarice of technical skill and inventions of the highest 
order, it may be necessary, as 1 have already stated, to grant a share 
in the ownership, control and profits. But in all such cases, the terms 
of private borrowing must be communicated to the Government and 
necessary approval obtained for the same. 

I also attach great importance to the method of repayment. 
Foreign borrowing should be on a planned basis. An equally effective 
plan should be laid down at the same time to govern the repayment 
of these foreign obligations. It is essential that the lending countries 
should be prepared to buy our goods. Loans should definitely be 
terminable. They should be authorised and repaid within the 
prescribed period, of course, as old loans are repaid, new loans may 
have to be raised to finance new schemes and ventures. The point 
I wish to emphasise is that our foreign obligations should never be 
allowed a runaway career without the proper economic set-up. 
They should be fully within our means to discharge within a reaso- 
nable period of time; they should be utilised strictly for productive 
and developmental purposes; they should not confer upon the lending 
powers any authority or in fluence, let alone control over our economic 
affairs, and they should never be permitted to dislocate or interfere 
with the smooth working of our system of currency, credit and 
foreign exchange. 

T/ie Question of Repayment 

The question of repayment mentioned atove has one important 
aspect * which requires elaboration. The debtor country has 
ultimately to repay loans by creating an export surplus in goods. 
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This raises considerations both from the point of view of the debtor 
and of the creditor countries. From the point of view of the debtor 
countries, repayment becomes easier when exports are diversified. 
The difficulties that may arise in the absence of this are vividly 
brought out from the case of the Latin A.merican countries which 
have resoted to foreign lending in appreciable amounts. Most of 
these Latin Am.erican countries have “one crop” economies 
depending on one or at the most two products to acquire foreign 
exchange. Before the last depression, tin constituted 73 per cent, 
of Bolivian exports, coffee 71 per cent, of Brazilian and 61 per cent, 
of Colombian exports, nitrares and copper S4% of Clinean, petroleum 
and copper 58 per cent, of Peruvian, and oil 76 per cent, of Venez- 
uelan exports. Such a position is not necessarily dangerous at all 
times, but in the face of a general fall in prices such as occurred 
between 1929 and 1933, there was little that could be done to protect 
these countries from the shrinkage of export surplus with which to 
repay their foreign loans. The real solution of the problem lies in 
making the export list of debtor countries more diversified, by pro- 
ducing manufactured goods both for home consumption as well 
as lor export. A situation of this nature is already developing in 
these countries and many manufactured goo>ds, previously imported, 
are being produced at home. If such development continues, as 
seems probable, the balance of payment of these countries will 
undergo a ra dical change. They will import less manufactured goods 
than previously and their export surplus, which may well increase, 
will be used to pay for capital equipment to develop industries 
directly competing with some of the expc:>rt industries of the creditor 
countries. If in these circumstances the creditor countries, as a 
result of a shortsighted policy, restrict imports from the debtors, this 
will, of course, ultimately lead to a shrinkage in their own volume 
of exports to the latter as in the long run total exports must pay for 
total imports. The creditor countries should never attempt to be 
simultaneously a npt exporter both of capital as well as commodities. 
If they do, they may thereby kill the goose that lays the golden eggs. 
The United States, which is now the foremost creditor country in 
the world, should seriously bear this in mind. She must lower her 
tariff walls and be prepared to receive a larger volume of goods than 
hitherto from debtor countries to enable the latter to repay their 
loans. In the inter-war period the U. S, A. did not do this, with 
disastrous consequences now too well-known to her own economy as 
well as to that of her debtors. 
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Conclusion 

I trust 1 have said enough to show the diversity between the 
postulates of economic theory and the practical experience of 
borrowing countries in respect of foreign capital. I might perhaps 
make bold to say that there never was nor will there ever be a cast- 
iron case for or against borrowing from foreign countries. But what 
the situation requires to divest it of all its dangers and to secure from 
it the fullest benefits is a keen awareness of its incipient perils and a 
proper appreciation of the conditions on which foreign loans are 
sought and obtained and, what is most important of all, the purposes 
for which foreign loans are utilised. To abstain from foreign loans 
altogether may in more cases mean unwarranted privation and hard- 
ship on a national scale, while unrestricted resort to them might 
involve the country in grave political risks. Foreign capital must b^ 
the means of securing that co-operation among the nations without 
which all economic progress and the general improvement of 
international standards of living would be but an idle dream. 



II 


A NEW APPR-OACH TO THE ANALYSIS OF THE 
THEORY OF AGRICULTURAL INDEBTEDNESS 

BY 

P. S. Narayan Prasad 

The analysis of the problem of rural indebtedness in this 
country may have to be approached on lines different from what so 
far has been the practice, if we have to find a truly valid solution to 
it from the point of view .)t economic theory. It has been the 
impression of this writer that the rural debt problem is capable of 
analysis in terms of the general principles of economic theory in 
the same way as the problem of unemployment in industrial countries. 
A study of the rural debt problem not only in India but in various 
other countries, a study of the manner in which it seems to be 
correlated with the other facts of economic life as well as the manner 
in which its volume seems to fluctuate as between titnes of boom and 
depression would further confirm the belief expressed above. The 
suggestions made in the following paragraphs, no doubt highly 
tentative, are meant to arouse discussion as to whether this kind of 
analysis of the the rural debt problem in terms of the general theory 
is or is not possible and, if so, how best it might be organised. 

Before proceeding further, it may be useful to introduce here 
briefly the assumption, that the**e is a state of disequilibrium at 
least in some sections of Indian agriculture in terms of chc cosfpric'j 
relationship. This assumption is based on the following observa'®® 
ons. The long-period trend of agricultural prices (speaking ma*' 
of the period between tlie wars) had been generally downvJ but 
This was due mainly to the opening of new agricultural »luded 
and the intensification of the application of capital in agr^^*^* 
as in industry and the resultant larger yields per acre 
Another cause working in the same direction perhaps was t* knowr 
tion of the methods of large-scale production with all .the^^e 
economies. On account of these causes, it is obviou^Q on 

culture, particularly in the newer countries, productiv*ast dj^^ agrlcul- 
unit improved. In India, on the other hand, it ■ 
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that the change in productivity lias, except perhaps in a few cases, 
been absent, or even'may be, is in the negative direction . These and 
the comparative reduction in the demand for agricultural staples 
on the international market have tended to bring down the level of 
agricultural prices in relation to other prices. As against such 
international factors, in our county there has been a growth of 
population and relatively to this, an absence in the growth, in 
proportion, of the acreage particularly under foodcrops, resulting 
in a deterioration in the quality of the human beings as well as the 
livestock, the two mo^t important sectors influencing productivity 
in agriculture. This problem been accentuated bv the reckless 
growth of sub-division and fragmentation influnced largerly by the 
growth of population, the universal prevalence of disproportionate 
burdens on the agricultural classes in the shape of ^ rent, revenue 
and interest rates and the general absence of modern practices in its 
business and marketing as^)ects. The net effect of these 
causes has brought about a rise in the costs of agriculture, a tendency 
which is the reverse of what is noticed in other progressive 
agricultural countries. In view of this, it is probably safe to conclude 
that for a long time, but certainly between the two wars, Indian 
agriculture has been caught betwen a d >vi nward-moving price level 
and an upward-moving cost structure. It seems necessary that any 
suggestions and plans made for the improvement of Indian agricul- 
ture will have to take this as the starting point of analysis; and, 
in any case, it is clear th<it a study of the inter-relation between rural 
indebtedness and the other factors in economic life will have to be 
mainly from this angle. 

That there is this kind of disequilibrium in Indian agriculture^ 
ay be inferred also from the fact of the presence of what is nor- 
lly describe 1 as the deficit economy. It is commonly accepted 
the Indian agriculturist lacks a business view. It is well-known 
ne can hardly get out of him any idea of the costs involved 
he profits realised. There are, barring a few larger and 
* landlords who might be keeping such an accountant’s 
agricultural operations, several who carry on season after 
Hout much though about the relation between, what 
^hly described, as the value > oi the input and the output, 
nle probably there will be many who, were they 
accounts, will discover that they are carrying on, 
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business parlance would be de‘?cribeJ as a losing proposition. But 
how,Ht may be asked, is it possible for anyone to carry on for years, 
if there are only losses ? The question is not without answer. 
Firstly, this state of affairs is rendered necessary or possible in some 
cases by the absence of any alternative employment consequent upon 
the crowding on land of population which is unemployable elsewhere. 
This makes u compulsory to reduce continiiallv a t the margin the 
wage rates. In other words, what is suggested here is that sections 
of our agriculture are really what might be de?cribed as extra-margi*' 
nal; that is, they lie beyond the profitable margin of cultivation. 
It is normally assumed in most discussions, particularly in books on 
economic theory, that cultivation beyond this margin is generally 
not undertaken because it would nat be worthwhile. But that pro*- 
cecds on the assumption, which is absent in Indian agriculture, and 
possibly top elsewhere, that the agriculturist has a business view 
and, therefore, is able to know when his agriculture is and is not 
paying. In India, this being absent, an agriculturist will proceed 
with his cultivation even whi^e it may not actually be paying so that 
the real margin of cultivation, that is the point up to which extension 
of agriculture will be taken, lies beyond what is described as the 
profitable or economic margin of cultivation. In that sense, it 
appjcirs necessary to recognise the existence, in the peculiar circum- 
stances of the agricultural industry in India at any rate, of two 
margins of cultivation, thi one, an economic margin and, the other, 
the actual margin of cultivation extending beyond this economic 
margin of cultivation. 

It may be contended wl^etber such a thing is really possible. 
That it is possible may be inferred from the following'll arguments : 
Firstly, in the present highly inflated price levels there is, 

practically speaking, the same, area under cultivation as there was 
in the pre-inflation period which shows that the economic margin of 
cultivation has been extended by the increase in price level; but 
only iuithin the area of the second margin, already alluded 
to, and which lies beyond the economic margin of cultivation. In 
fact, in agriculture, not only in India but also elsewhere, it is know 
that a downward movement of price sometimes has been know^ 
bring about not, as is to\ be, expected, a contraction in the m« 
of cultivation but actually an extension, as it has been note' 
study of the League of Nations in the course of the last df 
3 
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that during years of falling price levels in several of the' agricultural 
countries the area under cultivation actually increased with a fall in 
prices, the farmers trying to compensate for a fall in value by an in- 
crease in quantity ! Such a phenomenon undoubtedly compels us to 
sit down and revise our notions about what has been tacitly accepted 
as the economic margin, and if these facts are true obviously the 
real margin of cultivation actually lies away from the econqmic 
margin of cultivation ; and that fluctuations in price levels would 
induce fluctuations in the extent of the difference between the 
economic and the actual margins of cultivation. Now to be able 
to say quantitatively how much our agriculture really lies beyond 
the economic margin of cultivation with any definiteness is not 
possible at this stage, for, obviously, it is not all agriculture that is 
run as a losing proposition hut only a part of it. How much is this 
part may no doubt vary both from area to area as well as from time 
to time depending upon the nature of the price level and the changes 
in costs. For example, it is presumably right that in areas with 
good irrigation facilities there may not be much area that can be 
described as extra-marginal ; while in dry regions like those in 
Rajputana or elsewheie, where agriculture depends largely on rainfall 
etc., there may be a good slice of it which is largely a deficit 
business. Similarly, sections of agriculture which may be regarded 
as extra-marginal in depression times will have ceased to be so 
during times like the present, when agricultural prices are at very 
high levels. In that sense, therefore, one might visualise a region 
between the economic and the actual margins of cultivation, 
fluctuating in relation to various factors, but mainly in relation to 
the price and cost structures and the general environmental factors 
determining the productivity in agriculture. This fluctuation 
induces us to draw other inferences on the basis of which we 
may try to compare, this problem with the problem of unemployment 
in industrial economies. But before proceeding to do so, one further 
question may have to he answered and that is, if there are sections 
of agriculture which are thus to be described as losing propositions, 
ow could they continue to exist at all? Why would the agriculturist, 
instance, carry on day in and day our if he were to realise only 
''S and, in any case, how is he enabled to do this particularly if, 
the case with the Indian agriculturist, he has no capital and, 
e, no means of financing such deficits at all ? 
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The answer to this question is to be found in the explanatlbn 
suggested below for a fuller investigation and analysis in terrhs 'of 
statistical studies. During times of depression, the extra -marginal 
belt becomes wider and in that proportion the real burdens on the 
agriculturist of rent, revenue and interest charges become heavier 
and create a deficit budget. These charges he meets by borrowing 
a.'id thus continues to be in business. In this way, he is enabled 
through the mechanism of borrowing to integrate as far as possible 
his losses in lean years with profiits in the better ones. Thus, many 
people who in periods of depression contract debts are enabled to 
clear them during periods of boom. But, obviously sometimes it 
also happens that if particular lands continue to remain for long 
periods below the economic margin, continued borrowing leads to 
the growth in that volume of debt to a ’ev'el beyond which borrowing 
becomes impossible and resuits m the acquisition of the land by the 
money lending classes (including the better class landlords) resulting 
in the ejection of its owner at the moment. It is this factor which 
explains the large growth of the landless labour class in India side by 
side with the general downward trend in agricultural prices and'the 
growth in the volume orindebtedness, all of which are, as described 
above, corelated factors. The classes who acquire these lands are 
either the money-lenders or the more prosperous landlords who are 
partly money lenders and partly agriculturists. The later taking 
good and bad lands together find it possible o^i the whole to carry 
on cultivation although with depressed average income per acre. 
Th is may also be inferred from the fact that in agriculture, unlike 
in industry, price fluctuations tend to produce fluctuations in income 
rather than in the volume of employment or production, or the 
acreage under cultivation ; and changes in the volume of income are 
reflected in changes in the volume of indebtedness in agriculture as 
a whole. So far as the moneylender is corxerned, he fiaances both 
the prosperous as well as .the extra-marginal cultivation. On the 
latter, he either loses or, through indebtedness, manages to get control 
of lands or makes up for the losses on the extra-marginal cultivation 
by the gains made by lending capital at exorbitant rates of interest 
to the more prosperous cultivators. He ihus realises on balance 
roughly normal returns; but he does this by losing at one end and 
overcharging at the other. This is the mechanism by which the 
moneylender on the one side and the supra-marginal agriculturist on 
t;he other side have presumably oeea taking up the losses in agricul^ 
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turc up to a point; and beyond this the landholders are dispossessed 
and are added to the group of landless labourers, thus effecting the 
equilibriating function between sections of agriculture which do and 
sections which do not pay their own way. 

If the hypothesis suggested above is correct — that changes in 
indebtedness take place side by side with and in some proportion to 
changes in the volume of income, this itself being indiiced by changes 
in the level of agricultural prices — then we can connect changes in the 
volume of indebtedness with changes in the level of agricultural 
prices, and we may say that just as there is a certain portion of land 
which is extra-marginal there is also a certain portion of this indeb- 
tedness which is in excesss of the normal credit requirements of agri- 
culture; that is, if at the level of equilibrium we assume that an 
economically justifiable volume of indebtedness is ‘X*, the actual 
volume of indetedness, in so far as there is extra-marginal cultiva- 
tion, may be somethihg more than ‘X*. This excess over the normal 
volume of indebtedness at equilibrium level may be taken to repre- 
sent roughly the consolidated losses accruing from the extra-marginal 
cultivation, and ic may be suggested that as the extra-marginal 
cultivation varies this volume of uneconomic indebtedness also 
varies, and changes in this account for the periodical increase and 
decrease in the volume of indebtedness. This indebtedness which 
represents the consolidated losses from agriculture may be compared 
with the phenomen»)a of unemployment in industry. Both these are 
intimately related to movements in the level of prices and the other 
factors related to the trade cycle, and should be capable of being 
analysed with reference to the relationship between saving and 
investment and the rate of interest in the same way as the 
unemployment analysis in the Keynesian Theory. Of course, some 
very obvious limitations are that the conditions of investment in 
agriculture are not at all identical with those in industry; nor, as 
already discussed, is the sense of calculation with reference to the 
rates of interest and the marginal efliciency of capital so fine. Still, 
while these are limitations, the rough trend of analysis will have to 
be with reference to these factors; and, in any case, whether an exact 
parallelism between the saving and investment analysis in relation to 
employment and agricultural indebtedness can or cannot be establi- 
shed, it is obvious that there does exist a relationship between price 
level and the volume of indebtedness, and in that sense it is 
legitimate to pursue a study of the rural debt analysis correlated 
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with factors affecting the price level — wages, interest rates, 
marginal efficiency, etc. — as the most correct. 

All these hypothesis* will need patient analysis on the a priori 
theoretical plane, but also on the plane of statistical investigations. 
In this country, as in every other sphere, satistical data in regard to 
agricultural conditions are woefully deficient, particularly 
with reference to the cost-price relationships. The investi- 
gations made by the Punjab Board of Economic Inquiry in 
regard to various conditions do throw some light; but they arc neither 
deep nor extensive enough to enable wide and reliable generalisa- 
tions, although they do reveal, for instarrce, such facts as the 
existence of difference? in productivity on similar lands under 
different systems of tenure and so on. The survey of Wai 
Taluka by the Gokhale Institute of Economics and Politics under the 
able guidance of Principal D. R. Gadgil has done excellent 
pioneering work in this field of study of the cost-price relationship; 
but it is only the beginning and many more surveys of a similar 
kind in different regions and applicable to different types of agricul** 
ture will have to be undertaken if any general deductions from the 
facts are to be drawn. But even for the organising of statistical 
material some hypothesis to start with at any rate would be essential 
and the ideas suggested in these paragraphs are merely tentative 
suggestions for investigations on particular lines in this direction 
with a view to verifying whether or not actual facts bear out such 
assumptions. 

But if thebe assumptions are even roughly correct, certain 
valuable deductions for practice may be drawn. Firstly, to the 
extent to which sections of agriculture ate not run on business lines 
and parts of it are run uneconomically, it remains to be examin* 
cd to what extent cheap agricultural credit can be a penacea 
for agricultural problems. It is perhaps true in this country 
especially, that the agriculturists can borrow in excess of what is 
justified by the return on land. This is rendered possible by the 
fact that the borrowing capacity of agricultural lands is greater 
than what it ought to be. There is a certain over-valuation of 
lands, the degree of which perhaps varies, due to an excessive 
preference for land in this country as a channel of investment, next, 
if at all, only to precious metals. That being the case, land values 
are probably higher than what income-yielding capacities would 
justify and this enables the agriculturists to borrow more 
than what under strict business conditions would be possible. In 
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several cases, for example, it has been noticed even in the operation 
of the co-operative societies that in many provinces loan§ even after 
years could not be repaid by the borrowers, and as outlined in the 
Review of the Co-operative Movement several provinces during 
the period of depression found it necessary to write off large volumes 
of debt running into lakhs of rupees as the only solution. This 
stands explained by the theory outlined above, namely, that 
agriculturists having lands which are over-valued are able to borrow 
but in relation to their income-yielding capacities are unable to repay. 
This might not be tru^ in all cases but in a general sense that the 
non-payments are more common in times of depression does indicate 
inability rather than unwillingness to repay. If thU is true, the 
conclusion will follow that it will be difficult to integrate the rural 
debt structure in agriculture with the rest of the money market, 
because if it is a i industry which is continually making losses, then 
the burden of those losses will automatically be transferred to agen- 
cies which undertak;i to i^nance it; that is to say, if some central 
agencies are created specially for financing agricultural loans they 
will, like the co-operative societies, sooner or later face the problem 
of failing to recover the advances and will have to write off large 
, arrears that cannot bi recovered; or, if this cannot be done, they will 
have to stop the schemes or financing agriculture which would then 
have to fall back on the older methods. That is a dilemma out of 
which a solution can be found only if agriculture is rendered a paying 
industry or, alternatively, the state accepts it as a policy in the in- 
terests of the agricultural population to write off periodically these 
accretions of debt; but, in a practical sense, how much can thus be 
written off and whether in the interests of practical policy it is good 
to encourage a system of regularly writing off debts are matters 
which need to be carefully considered. 

Obviously, if the problem of riir^d indebtedness has to be 
reduced to the business problem of providing finance for agriculture 
which is worthwhile, wliTit is necessary to be planned is that the 
.extra-marginal cultivation should be reduced as much as possible. 
This, in terms of equilibrium theory, can be done either by reducing 
the costs or increasing the prices, Wuh regard to the latter, there 
are some obvious limitations in the sense that the price level is largely 
a creature of international circurnstances and its control nationally 
at a particular level, at least in the long term, may not be feasible. 
That leaves then the only alternative of reducing costs. 
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To some extent, a reduction in the cost level can be worked 
out by a more reasonable apportionment of the elements of cost. 
In India, at least one of the elements of cost, the land tenure, is 
excessive if it is considered as a tax and the burden of tax is 
compared with that on other incomes. The absence of graduation, 
the absence of a minimum taxable income and the general arbitral 
riness in fixing of assessments in ryotwari aieas are all factors which, 
no doubt, indicate that the burden of land revenue on agricultural 
incomes compares very unfavourably with that of taxation on 
incomes. In a well-ordered economy it should be posssble to readjust 
the taxation on land incomes so as to make them more equitable and 
more economical. Tj some extent, the rate of interest also is high, 
particularly where agricultural finance is provided through the moneys 
lenders* agency. Of course, in some cases, the high rates of interest 
are really fictitious because they remain more or less paper rates, the 
actual realisations in numerous cases being different from the paper 
rates and the average rate being perhaps not too high in relation to 
the risk factors; but, nonetheless, if a comparison were instituted 
between the income-yielding capacity of lands and the rate at which 
capital is borrowed for the industry, it would perhaps be apportioning 
out of the agricultural income a larger than the equitable share to 
owner of capital and rent-receiving landlords and discriminating 
against the tiller of the soil whose wages on this account get unduly 
depressed. Thus, in any planned scheme, if the rate of interest on 
capital made available to agriculture could be lowered say, through the 
pursuit of a cheap money policy, and the tax (revenue) burden also 
could be reduced, something will have been achieved towards 
reducing the cost level in agriculture. Probably the elimination of 
the middleman betwien the cultivator and the State would also 
contribute to a substantial reduction of the cost level, and here 
problems of land tenure and problems of market finance will become 
relevant. 

Of course, to a notable degree, it will also be necessary to im- 
prove the efficiency of the factor of production labour, which both 
on account of its excessive quantity as well as the unfortunate con- 
ditions in which life of the average rural agriculturist is cast, is 
deteriorating rapidly in quality. This implies taking stock of the 
whole set of influences, material, political and social, which together 
are acting to hold this down: that is a large inquiry into which it 
would not be possible at this stage to dilate: But one prominent 
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fact which needs to be emphasised, perhaps , is this that there is an 
intimate relation between numbers and efficiency and even if there is 
no deliberate exploitation of one factor by others as may be true at 
present, an excessive increase of population unaccompanied by a 
proportionate increase in the volume of capital available for invest- 
ment and cultivable land in agriculture would naturally result in a 
state of affairs in which capital and land ownership would tend to 
extract a larger share of productivity at the margin than is possible 
for labour. On account of the fact that this marginal productivity 
of labour, compared with that of capital, is automatically deteriora- 
ting, it requires to be tackled through a deliberately aimed policy for 
the control of numbers that have to subsist on land, whether this is 
attempted through drawing away population from land on to other 
lines, or by the control of the rate of growth of population. But, in 
the circumstances prevailing in India, it seems true that less attention 
is devoted to the question of numbers than it deserves and the time 
has come wIim we cannot afford to neglect a more serious considera- 
tion of policy in relation to the volume of population as one of the 
pre-conditions for the success of a policy of increased productivity, 
efficiency and wages if not, indeed, for all planning This might 
appear to be a digression from an analysis of the theory of rural 
indebtedness but it is relevant through its influence on the cost 
structure; and the volume of indebtedness cannot perhaps be reduced 
without a proper tackling of the problem of agricultural wages which 
are pitched low partly because of the excess of numbers in relation 
to the demand for them on land. 
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INDIGENOUS BANKING IN INDIA 

BY 

V. L. D' Souza 

The system of indigenous banking is an institution in itself, 
with its fine traditions concerning the respectability, integrity and 
resourcefulness of the indigenous banker, his hereditary relations 
and close personal contact with his clientele and simple and popular 
methods of work.^ The system has stood the test of cen)turies and 
has by no means exhausted its usefulness and its capacity as a credit 
agency. Its development has naturally proceeded on the lines 
suited to the financial and commercial genius of the people, their 
requirements, habits, customs and business practices. Though 
called a system, however, it is not organized on the lines of modern 
banking institutions.^ 

There are diverse castes and classes»of these indigenous bankers. 
They are popularly known by the appellation of ShroffSf Marwaris, 
Multanis and Sahukars. They perform the principal functions 
associated with modern banking except that they do not allow 
cheques to be drawn on customers’ accounts, and that in one 
material respect they exceed the legitimate scope of modern bank- 
ing. They draw no distinction between dealing in other people’s 
money and dealing w’th it. Thus many an indigenous banker 
combines trading with banking proper.* 

If banking activities only are taken into consideration, it is in 
the methods rather than in the range and variety of transactions 
that the shroff stands in marked contrast to his modern analogue* 
The indigenous banker dispenses with the formalities and procedure 
incidental to organized banking. He prefers to do business on his 
own and by his own well-tried and well-worn methods. The joint- 
stock principle by which resources and talents are pooled together 
does not appeal to him. He believes in close personal touch with 
his clientele. He knows the history of the borrower and all the 

* Jain, Indigenous Banking in India ^ P. 37. 

* Report of the Bombay Provincial Banking Enquiry Committee^ Vol. I, 

p. 196. 
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details concerning his business and financial position. He knows 
whom to accommodate^ and to what extent. After giving a loan, 
he is in a position to watch the borrower’s transactions with a 
closeness denied to the organized but impersonal bank. His system 
of accounting is based on the simplest principles. He keeps only a 
few books, in most cases only a day-book and a ledger. No balance 
sheet is published ; no audit is conducted ; no elaborate staff, no 
attractive counter, no imposing edifice ; and no particular hours of 
business.. 

The clientele of the indigenous banker is drawn from the ryots, 
the small industrialists and the .traders. It is not ordinarily possible 
for him to establish direct contact with the ryot. He finances 
agriculture through local sahukars or money-lenders. His relations 
with the small industrialist and the trader are direct. And in 
connection with such financing operations he does a good deal of 
general banking business ^uch as buying and selling, remittance, 
disc ’unting hundi?s, receiving deposits and advancing loans against 
stock-in-trade. It is not unusual f the indigenous banker to issue 
cheque books though these cheques have only a local circulation. 

Generally sneaking the indigenous bankers combine banking 
with some form of trade. They do not distinguish the capital 
employed in banking from that employed in trade. The mixture of 
banking and trade is quite a characteristic feature of the sahukar 
and the shroff. In recent years there has been a tendency to shift 
the emphasis from banking to trade owing chiefly to the competition 
of the joint-stock and co-operative banks and the establishment of 
branches of exporting firms in mundis. There are at present three 
kin is of indigenous bankers, namely, those who are principally 
bankers, those who are principally traders and those who are both 
bankers and traders. 

1 he indigenous bankers work independently of one another. 
Co-ordinati m is lacking among the various classes of these bankers. 
-In a few centres they have organized themselves into associations, 
e.g. the Bombay Shroffs’ Association and the Association of Shroffs 
at Calcutta. On the whole the ’ndigenous banker works on his 
own. There is no organization for interchange of intelligence or 
for mutual help. 

The relations of the indigenous bankers with organized banking 
institutions are still in a rudimentary condition. In all provinces 
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the hundis are discounted is about 2 to 3 annas per month per 
cent, or between Rs. 1-8-0 to Rs. 2-4-0 per annum." 

The funds of the indigenous bankers are employed in lending 
to borrowers against muddati hundis or sometimes against promissory 
notes. The muddati hundi is usually drawn for a period of 90 days. 
Darshani hundis — sight or demand drafts — figure mostly in remitting 
funds. The muddati hundi, which is the most popular credit instru- 
ment, may or mav not be accompanied by any document of title to 
goods. It is therefore not possible to determine whether such hundis 
are merely in the nature of accommodation bills or have been drawn 
in connection with genuine trade transactions. The fundamental 
fact to be recognized is that moneys are lent primarily against the 
personal credit and standing of the borrowers. 

The indigenous banker is by far the most important constituent 

of the bazar money market. It is by no means an easy task to 

describe the organization and activities of the indigenous banker, 

for as a rule he is very secretive, averse to publicity and resentful 

of enquiries into his methoJs and dealings, A multani banker, who 

may be regarded as typical of his class, in his letter to the Reserve 

Bank expressed himself thus : “ Our business is based on strict 

privacy and it will greatly hamper our Ixisiness if we make up our 

mind to show our account books.**® ^ 

# 

There is considerable difference of opinion as to what constitutes 
the essential function of the indigenous banker. Some stress 
“acceptance of deposits** as the distinguishing feature while others 
emphasize “dealing in hundis’*. The Indian Central Banking 
Enquiry Committee and the Reserve Bank of India are inclined to 
take the former view while recent enquiries lend support to the 
latter view. For all practical purposes by “indigenous bankers’* is 
meant all bankers, other than joint-stock banks- and Co-operative 
societies, who receive deposits, land money and deal in hundis. 

Various proposals have been made for linking the indigenous 
bankers with the general banking system of our country. It will 
take a long time for the setting up of organized branches of joint- 
stock or co-operati e banks all over India. Ultimately and in the 
long run the indigenous banker is bound to give way as modern 
banking spreads. But as far as the future can be foreseen the 

^ Ghosh, Study of the India WLoney 'Market, P. 229 et seq. 

® Statutory Report of the Reserve 'Bank of India, 1937, Appendix C. 
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indigenous banker will continue to be an important source of credit 
in towns and a main source of credit in rural areas. Indigenous 
bar?!cers, moveover, have been traditionally dealing in the hundis. 
Their training, experience and resources can be utilized in the 
development of the bill habit and the organization of a bill market. 

The problem of how tp ^improvelhe pos ition of the indigen ous 
banker and how to make him a useful member of the Indian banking 
system was discussed by various Provincial Banking Enquiry Com- 
mittees. The finding of these Committee were assessed by the 
Central Banking Enquiry Committee in 1931.'^ Many changes have 
taken place in the Indian Money Market since the reports were 
issued, changes which call for a re-assessment of the proposals mide 
by them. The main lines of reform may be sketched as follows : 

In the first place, the indigenous banker should be linked with 
th^ Central Banking Institutions of the country as their agents, 
especially so in places where organized banking is not functioning. 
It goes without saying that the indigenous banker should submit 
himself to restrictions which will eliminate risks arising from the 
peculiar character of his business. /The Imperial Bank of India has 
been utilizing the services of the leading shroffs and sahukars in the 
mofussil for the collection of bills and cheques, but the policy has 
been half-hearted and hesitant since the Imperial Bank, largely 
through fear of competition, appears to be opposed to its agents 
undertaking any business on their own account. 

Secondly, indigenous bankers, on satisfying certain conditions, 
should be treated as “member banks” on the approved list of the 
Reserve Bank of India The principal conditions are that they keep 
a proportion of their deposits with the Reserve Bank, that they 
submit their account books to periodic inspection and that they 
conform to the banking standards prescribed by law. In return the 
indigenous banker will get the same facilities for rediscounting 
commercial paper as the jont-stock banks which are “member banks “ 

Thirdly, commercial banks including the Imperial Bank of 
India should discount the bills of indigenous bankers to a much 
greater extent than they do at present. Complaints are frequently 
made that local branches of the organized banks refuse to rediscount 
hundis bearing the endorsements of indigenous bankers of the 
highest repute No doubt the question of discounting and redis- 
’ Report of the Indian Central Banking Enqtiiry Committee^ Ch. VIII, p 94. 
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counting is largely a matter of security but where the security is 
good it should con''mand all the banking facilities to which it is 
entitled. 

Fourthly, Governrr.ents in India shculd ei^ouiage the re- 
organization of indigenous banking firms on modern lines Ly the 
grant of various facilities, the chief among them being the appoint- 
ment of such institutions as Government bankers. In places where 
there is no branch of the Imperial Bank, Government balances may 
be left on deposit- with them. 

Last of all, attempts should be made to constitute a class of 
“licensed bankers” on whom certain privilages should he bestowed 
in return for certain definite obligations imposed upon them. The 
more important privileges are (1) a summary procedure for determina- 
tion of suits and execution of decrees, (2) facilities to remit funds 
through the Imperial Bank or the Reserve Bank at the same rates 
as are charged to all joint-stock hanks, (3) grant of rediscount facili- 
ties by the Imperial or the Reserve Bank on the saiiic terms as are 
given to joint-stock banks. The reciprocal obligations to be imposed 
relate to (1) proper audit of accounts, (2) conduct of business in 
accordance with rules laid down by the Indigenous Bankers^ 
Association, (3) limitation of the maximum rates of interest to be 
charged for different kinds of business and (4) maintenance of a cash 
reserve on a prescribed scale. 

It is of the greatest importance that, in the interests of the 
general public and of the indigenous bankers themselves, 
steps should be devised to strengthen the position of these bankers. 
Out of 2,500 towns in India, joint-stock banks and their branches 
exist in less than 400 places. For banking facilities in the rest of 
the country, agriculturists, traders and artisans must depend on 
money-lenders and indigenous bankers. Even in localities where 
a joint-stock bank exists, the indigenous banker continues to render 
valuable services by way of remitting fund^ and financing inland 
trade and medium-scale industries. Generally speaking the 
indigenous banker’s rates of interest do not compare unfavourably 
with those of ordinary joint-stock banks. He renders most impor- 
tant service and from all accounts does not charge too high a price 
for it. 

Doubt is cast on the usefulness of compulsory measures to 
reform indigenous banking. Such measures will not be welcomed 
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by the shroffs and mahajanSf Compulsion would only accelerate the 
process of driving out these bankers from banking to trade and 
business which would create a most serious gap in the banking system 
of the country. The aim should rather be to restore these bankers to 
the place which they enjoyed in India until the middle of the last 
century consistently with modern methods and standards of banking 
business. It is but right that indigenous banking should be brought 
into the direct relations with the Raserve Bank and thereby provided 
v’ith rediscount facilities from that institution. But the Reserve 
Bank like all central institutions can only rediscount bank-endorsed 
paper. Hence only those indigenous bankers who are engaged in 
banking proper, or those who are prepared to shed all their activities 
other than banking, should be eligible to he placed on the approved 
list of the Reserve Bank in the same manner as joint-stock banks 

As immediate need is the formation of an association of 
indigenous banks and bankers. It may be called the All-India 
Bankers’ Association. Such an association will give the indigenous 
bankers a status. It will tend to raise the standard of their business 
habits and improve their banking methods. 

A line of reform often put forward is the establishment of what 
are known in Germany as “Comniandit” principle banks. The joint- 
stock banks may entrust licensed or registered money Tenders or 
indigenous bankers with such agency functions as accepting deposits 
and making remittances and payments. It v^ould remove some of 
the obstacles to branch banking in India, namely, the complete 
ignorance of the urban banker as to the conditions prevailing in the 
mufussil and the high cost of running a fulhfledced branch in the 
interior parts of the countr- . If the agency business develops the 
licensed shroff may be transformed into a branch of the financing 
bank. Or if it is desired to limit the liability of the bank it may 
enter into partnership with him on the “Commandit” principle, that 
is, by the bank becoming the financing partner of a local shrojf. By 
such an arrangement the advantages of unlimited liability and the 
local knowledge of the shroff are retained while the bank is spared 
the expense and liabilities which it would have to incur if it had to 
open a new branch in the locality.'^ 

The question of the effectiveness of the Reserve Bank’s control 
over the money market has become complicated because of the two 
’ Report of the Indian Central Banking Enquiry Committee^ P. IK). 
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sections into which it is split up, namely, the organiied section and 
the bazaar section. While the Reserve Bank can exercise a consider- 
able measure of direct influence over organized institutions through 
the Bank Rate and the'Open Market Operations, its control over the 
credit situation in the bazar market is almost conspicuous by its 
absence. Indigenous bankers and money-lenders will have to re- 
organize their business methods before they can become amenable 
to the Reserve Bank control and be entitled to the Reserve Bank 
assistance. As things are at present, the Reserve Bank exercises 
some indirect influence over the bazaar. It is not unusual for opera- 
tors in the bazaar to approach the Imperial Bank and commercial 
banks for discounting their bills and for securing advances against 
approved securities. They thus expose themselves, though indirectly, 
to the regulating influence of the Reserve Bank which supplies funds 
to the various joint-stock banks. Recent years have shown a lessen- 
ing of the gap between bazaar rates and the Im.periai Bank Hundi 
Rate — a proof of the gradual development of an organic relationship 
between the two markets and a proof also of the widening of the 
scope of Reserve Bank action in the Indian Money market as a 
whole, 

A Bill purporting to consolidate and amend the law relating to 
banking companies was introduced in the Central Assembly in 
November 1945. Hitherto the law relating to banks and banking 
business has been scattered over a number of unconnected Acts. It* 
has become imperative to bring all these provisions into one Act, to 
co-ordinate them, and to bring them into line with modern needs and 
also to provide for the recent rapid growth of banking resources and 
the considerable expansion in the number of banks and their branches. 
These objects are no doubt laudable but the proposed law applied 
only to incorporated institutions, namely those which come under the 
provisions of the Indian Companies Act. Individuals or partnership 
firms doing banking business as sahukars, shroffs or mahajans did not 
come within its purview. It must be recognized that these people 
do the bulk of the country’s banking business, financing the small 
industrialist, the trader and the agriculturist in large* part with their 
own money and quite often witli deposits obtained from their 
customers. They serve as links with local trade, industry and 
agriculture and as feeders to the joint-stock banks and their branches 
in the principal towns. Banks coming under the definition and scope 
of the Bill are very few in India to-day considering the size of the 
country, its population and the extent of it agriculture, industry and 
5 
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commerce. Moreover, since such banks and their branches are 
largely concentrated in the cities, the rural areas would be left with- 
out any organized banking service. As the bulk of rural financing is 
in hands of indigenous bankers, any legislation that leaves them out of 
its scope would have to bear the reproach of being defective and 
applicable to only one sector of the credit structure of the country. 

The indigenous bankers are now an important and indispensable 
element in the financial system of the country and they will continue 
to remain so. Their resources are limited, their methods are antiquat- 
ed, but they maintain standards of integrity which are high ; they 
possess wide knowledge and varied experience which is at the disposal 
of the country. India would be much poorer for their extinction. 
The proper aim should be not their extinction but their reform. - 

Several lines of advance are open to them.® They must decide 
for themselves by which road and at what speed they will move. 
The possibilities are •* 

(1) the transformation of indigenous bankers into private 
limited liability companies, 

(2) the amalgamation of the business of local indigenous 
bankers into joint-stock banks, 

(3) the establishment of what are known in Germany as 
“Commandit” principle banks, 

(4) the appointment of indigenous bankers as agents of the 
joint-stock banks, 

(5) the formation of a co-operative bank of indigenous bankers, 

(6) theadoptiDn of bill-brDking as an integral part of the 
indigenous bankers’ business, and 

(7) the re-organization of indigenous banks into modern banks. 

Indigenous bankers are responsible for supplying the bulk of 

agricultural credit and financing most of the inland trade and indus- 
try of the country/ Their importance in the Indian Money Market 
may be gauged by the fact that while there are about 350 places 
served by joint-stock banks, there are no less than 2,575 moderate 
sized town and 700,000 villages in which the indigenous banker is the 
only source of credit. Even in important cities like Bombay where 

* Report of . the Vntted Vrovinces Provincial Banking Knquiry Committee, 

P, 283. 
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there are branches of joint-stock banks, he plays an important role 
as a financier. 

The problem is how to bring the indigenous banker within an 
integrated system of the money market, or what comes to the same 
thing, how to link him with the Reserve Bank of India. His instincts 
and traditions are towards a highly individualistic business, and as 
he very largely depends upon his own resources, supplemented by 
credit from his fellow shroffs or from joint-stock banks, in case of 
necessity, there is little inducement for him to submit to the formal 
restrictions involved in his incorporation into the organized banking 
system. To him the restrictions are galling and the corresponding 
advantages not clear. 

The Reserve Bank of India has formulated a scheme for, linking 
the indigenous banker with the central money market of the country. 
The conditions laid down by the Reserve Bank may be briefly set 
forth. Indigenous banks, if they wish to come into practical relation- 
ship with the Reserve Bank, should formalise their methods of 
business on lines approximating to joint-stock banks and in parti- 
cular they should develop the deposit side of their banking activities. 
Judging from the replies received from the representatives of indi- 
genous bankers, these conditions appear to be too harsh. Few were 
disposed to abide by the conditions regarding the taking of deposits 
and giving due publicity to accounts. Some were agreeable to the 
conditions regarding the maintenance of accounts in approved form,. 
Though all agreed that speculative business should be ruled out, none 
of them was prepared to confine himself to banking business only. 
In short, they desired the scheme to be so modified as to be in- 
compatible with the general aim and purpose of a Central Bank.® 

While the integration of the indigenous bankers remains an 
open question, progress may be made in the development of an open 
bill market in wliich first class bills are freely negotiated. If such a 
market could be developed it would be possible, on the one side, to 
extend the open market operations of the Reserve Bank to trade 
bills just as it is done at present to Government securities and, on 
the other to bring about a direct relationship between the shroffs and 
the Reserve Bank without compelling them to submit to unduly 
rigid restrictions and to modify the essential character of their 
business. 


^ Statutory Report by the Reserve Bankf p. 42. 
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The creation of a bill market pre-supposes the formation of 
acceptance houses, reduction in stamp duty and some legislative 
regulation of the indigenous banker. The Reserve Bank by agreeing 
to accept paper bearing names of approved parties will aid in the 
organization of a discount market. The eligible paper will of course 
be presented through a scheduled bank and this will encourage the 
commercial banks to give the indigenous bankers facilities to organize 
a bilUbroking business. If steps are tak»5n along these lines, there 
will be co-ordination between the indigenous bankers and the 
scheduled banks and through them with the Rserve Bank. In order 
to make themselves eligible for Reserve Bank facilities, indigenous 
bankers may organize themselves into discount companies operating 
within a given area. The Reserve Bank should be prepared to dis- 
count their paper when presented through such d,iscount houses 
subject to the usual central banking principles. 



IV 

CO-OPERATIVE BANKING IN INDIA 

BY 

Dewan Bahadur Hiralal L. Kaji 

The economic progress of a nation can be best measured 
perhaps by the adequac and efficiency of its banking organisation. 
Prosperous agriculture, developed and developing industries, both 
large scale and small scale, extensive trade, both home and foreign, 
transport, cheap and quick, efficient and sufficient — all demand 
banking facilities for progress and prosperity. And it is not the 
individualistic personal system of the indigenous banker, the shroff, 
or the village money-lender, the sahukar, that will serve the purpose. 
It is organised banking that is wanted, where principles take the 
place of sentiment, where system replaces personalities, where a fair 
return replaces usury, where safety is ensured and risk minimised 
not by extravagant rates of interest but by scientific management 
and where economy and efficiency result from large scale operations. 
It is a well ordered, co-ordinated system of organised banking that 
is needed, sufficiently diversified and specialised to meet the re- 
quirements of different classes in the community, sufficiently spread 
out to place banking facilities within their easy reach and sufficiently 
capitalised to be able to dispense adequate finance. Judged in this 
way, we must confess to a feeling of disappointment when we realise 
that though the number of banks in India is apparently large enough 
and though of late it shows such an alarming increase as to have 
called forth Governmental restriction on new floatations and a 
Special Banking bill the banking organisation is inadequate for the 
vast and diversified needs of the country. The banking system as it 
has developed in India caters mainly to the need of trade only, and 
that too the home trade. Foreign trade finance has been neglected 
and has been allowed to remain the domain of Foreign Exchange 
Banks, which cannot naturally be.helpful to the proper direction and 
character of foreign trade, which is the most vital of the agents of 
national prosperity and which is therefore today the main concern 
of international policies. Industrial finance has been severely left 
alone so far, and it is a remarkable testimony to the wonderful 
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suitability of India and the Indians that despite this glaring deficiency 
in her industrial structure, the lack of industrial banks, despite the 
consistent policy of industrial retardation of an alien Government, 
despite the lack of technical training and skilled personnel, and 
despite the shyness and inadequacy of capital resources, industrial- 
isation has gone on apace and new industries have been established 
year after year. 

Credit is required by all classes in the community. Producers 
want it for production; middlemen need it to avoid unnecessaVy 
cash payment for every transaction; and consumers need it too. 
Normally, the consumer as the final destinatmo of commodities has 
to pay cash for what commodities he wants. If he cannot pay cash 
but usually needs credit, he is in a bad way and on the road to 
insolvency. But it may be that he is temporarily out of funds and 
needs accommodation to tide over a bad period and to that extent 
credit facilities may be desirable for him. The Joint Stock Banks in 
India came to be concentrated in large commercial centres; the 
smaller urban centres as also of course the rural areas were more or 
less completely neglected. Branches then came, though slowly. But 
even then, in a capitalistic banking institution, large scale operatians 
are the rule; staff salaries, office rents, supervision and general 
expenses are fairly high and unless the volume of business is large 
enough, the opening of many branches is not possible. These banks 
and their branches serve the needs of commerce. But no facilities 
are provided for the producer or the consumer; and it is there that 
cooperative banki g has stepped in to fill up the lacunae in the 
banking structure of the country. The problem of the large producer, 
the industrialist, is a problem of industrial finance, and cannot well 
be solved by the comparatively simple methods and honorary agencies 
of a cooperative bank. The small producer however in villages, the 
agriculturist, the small producer in villages, towns and cities, the 
artisan and the consumer no less require banking facilities. These 
have nothing to fall back upon, no tangible security to offer, to 
obtain credit except the ability to produce or the ability to save. 
This ability to produce or to save, being largely incommensurable, is 
very difficult to assess and the ordinary commercial banks reject it as 
a factor of credit worthiness. Besides the transactions with small 
men being relatively small, large scale business is only possible by 
dealing with a larger number. This they find expensive and unremu- 
nerative; and they find it naturally more convenient to assess credit 
on comnvensurable factors and more economic to concentrate and 
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have large transactions with a small number than have small transa- 
ctions with a large number. The small producer and the ’consumer 
are thus left unserved by Joint Stock Banking in India and it is only 
Co-operative Banking that can and has stepped in to undertake the 
great mission of financing the small man— the agricultur st, the artisan, 
the. small. trader and the thrifty consumer. 

Co-operative Banking came in when the Co-operative Credit 
Societies Act was passed in 1904. In the last 40 years, it has had 
extensive developments and has played an important role in agricul- 
tural Co-operative Credit Societies— small rural banks, have become 
increasingly popular and on 30th June 1943 their number was 1,10,635 
with a membership of 44,93,479 and a working capital of 
Rs. 29,08,46,991. This working capital of over Rs. 29 crores was 
made up of about Rs. 4'5 crores as share capital, Rs. I'S crores as 
;deposits from members and Rs. 9 crores as Reserve and other funds, 
that is, of about Rs. 15 crores »s owned capital and the rest, Rs. 14 
crores, largely derived from loans by central financing agencies to the 
extent of about Rs. 13 crores, deposits from non-members being only 
about Rs. T3 crores. These (akh and ten thousand small Raffeissen 
banks are spread all over India, Bengal, having more than 36,000, 
Punjab more than 17,000 and Madras more than 10,000. The average 
for All-India of the number of societies per 1 lakh inhabitants was 
42’2, Punjab having 92‘4 societies, Bengal 67’5, Madras 29‘9 and 
Bombay 26'3. Co-operative Banking has also developed at a rapid 
pace in Indian States withUyderabad, Gwalior, Kashmir and Mysore, 
leading. The average size of the Bank is however larger in Bomba’>’ 
than elsewhere, the number of members for such society being 7*’ 
against 68, 48 and 28 respectively in Madras, Punjab and 
respectively, and the working capital being g little under R/' ®*000 
per society, as against a little under Rs. 5,000, Rs. 3,300 and RV 
in Madras, Punjab and Bengal respectively. 

These small village banks in strict theory should be self?^®' 
cient in finance, the deposits of substantial members being ut^®®^^ 
to give loans to the others. The surplus of the thrifty shoul ^® 
available to meet the deficit of .the needy in the village. But^® 
well to do and the needy rather form distinct groups, the foritf 
playing or trying to play the sahukar. Thus instead of comprisit 
more or less all sections of the population of the village, the society 
is rather made up of the needy section only, at any rate, very largely. 
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Even otherwise, the slender savings of the weH-to-do would not be 
enough to meet the wants of the needy and the village society is not 
therefore* able to be self-sufficient. It is creditable however that 
these village co-operative societies find about 50% of their own 
working capital ; they have to depend for the other 50% on outside 
agencies. The State, which came up in the early stages of the 
Co-operative Movement to bridge this gap, has however gradually 
receded and has practically faded out from the picture. Central 
Co-operative Banks were encouraged and Provincial Co-operative 
Banks as apex institutions were established to function as the Central 
Financial Agencies of the primary rural banks. These are outside 
creations finding finance for the primaries instead of their being 
evolved as District and Provincial Federations, but perform a very 
necessary function. They collect urban money for rural uses, and 
set up a counter-current for financial equilibrium, as a set off against 
rural and town money going up to large commercial centres via the 
commercial banks. 

The area served by each Central Bank varies in different parts 
of the country. Generally, in Central, So^utliern and Western India, 
a revenue district is the area served by a Central Bank, while m 
eastern and northern India, the area is a sub-division of a district — a 
tehsil, so that the area served by a Central Bank in Bengal, Bihar, 
U. P., and the Punjab is smaller than elsewhere, the number of 
societies served by each is smaller, the working capital is smaller 
and the cost of management is comparatively higher. Out of the 
15^^ Central Banks in India on 30th June 1943, 121 were in Bengal, 
120 -in Punjab, 69 in U. P. and 49 in Bihar. Midras had 30 and 
BombayiJ^only 13. The working capital of these Central Banks was 
a little u^ndcr Rs. 30 crores, out of which share capital accounted 
for Rs. 2\ »" crores, Reserve and other funds for Rs. 4’6 crores, deposits 
by socicf wies for Rs. 3*7 crores, deposits by individuals for Rs. 14*3 
crores, oans from the Provincial Banks for a little under Rs. 4 crores 
and loj^ns from Government, chiefl/ in the Indian States, for about 
Rs. 07 8 crores. 

j^These Central Banks have done very well indeed and may 
gen^irally be classed as successful banking institutions of the Co- 
op<‘^ratlve Movement. Local leadership creates confidence and the 
flr'^5w of deposits from the urban areas of the tehsil and the district 
‘ is often so great that the Banks are faced with the problem of finding 
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suitable avenues of investment for their surplus funds — funds which 
cannot be abs )rbed within the Co-operative Wovement. Lending 
to individuals is usually denied to them and investment in Govern- 
ment securities is often the only course pf)^sible. With the great 
developments that are now in the course of shaping, particularly in 
the sphere of co-operative marketing of agricultural produce, the 
utilisation of the so-called surpluses within the movement will 
probably be found pobsible. These central banks confine themselves 
in.o the field of intermediate term finance. But long term finance is 
not p.,ssible with short term deposits and special banks, the land 
mortgage banks, have had to be started to meet this credit need of 
the agriculturist. Central Banks continue to be the bulwark of the 
Co-operative Mivement and on their efficiency depends to a large 
extent the success t,r otlierwise of the village banks, financed, inspect- 
*\l and ti> some extent supervised by them. 

The logical development of central co-operative banking 
has been establishment of Provincial Co-operative Banks. There 
are 11 such banks m India, including those for Mysore 
and Hyderabad. Of the Indian Provinces, only Orissa has not 
so far organised a Provincial Bank but it is already plann- 
ing to have its own Provincial Bank. These banks serve as apex 
organisations and as balancing centres for the Central Banks, so 
that seasonal local deficits of some hanks may be met from the 
surpluses of the others. Obviously a further development of 
Central Co-operative Banking seems clearly indicated and an apex 
All-India Co-operative Bank should have been established. But an 
Indian Provincial Co-operative Banks’ Association has already been 
formed and serves a useful purpose indeed by functioning as a 
clearing house for information, consultation and concerted action. 
Besides, the Reserve Bank of India has an Agricultural Credit 
Department and renders important services in the discounting and 
rediscounting of co-operative paper, and in undertaking very useful 
investigations and researches which throw very clear light on co- 
operative practices and suggest guidance for the future. 

The Provincial Banks had a working capital on 30th June, 1943, 
of over Rs. 14‘5 crores. The share capital was a little less than 
Rs. 0*8 crores, the Reserve and other funds amounted to a little 
under Rs. 1*5 crores. Government has not had to actively assist in 
6 
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the financing of these institutions at all, except recently in Bengal 
and Bihar where the process of consolidation, rectification and 
rehab litation of the Co-operative Credit Movement made it necessary 
to the extent of Rs. 07 crores. The bulk of their finance was 
obtained from deposits— those from individuals amounting to over 
Rs. 6*25 crores and those from societies and central banks amounting 
to over Rs, 5*25 crores. The C. P. and Berar Provincial Bank came 
in for some difficulties owing to‘ grave troubles in the Central Banks 
financed by it but is now coming round well. Indeed, generally 
speaking, the Provincial Co-operative Banks are excellent examples 
of efficient hanks worked on co-operative principles and form the 
pivotal base from which the movement derives its strength. Deposits 
from the public come in freely despite the competition of commer- 
cial joint stock banks in the provincial capitals, the management is 
efficient arid service satisfactory. These have years of experience 
behind them and would have grown into much larger banks but for 
the fact that their operations are mostly confined to co-operative 
societies, largely central, and that the surplus funds cannot be used 
for granting loans to individuals nor can they be invested in channels 
which are open to the ordinary comn^ercial joint stock banks. With 
the growth of co-operative marketing, it is very probable that a more 
profitable use within the movement would be available for the funds 
of these Banks, giving them further scope to accept more deposits. 

Co-operative Banking in India, largely identical with agricul- 
tural finance, has tnus three sections — the village bank, supported by 
the Central Financing Agency at the tehsil or district headquarters, 
and buttressed by the Provincial Bank at the provincial capital. It 
is now an integral part of the co-operative banking system in the 
country in so iar as the Reserve Bank of India at the head of the 
system through its Agricultural Credit Department assists the 
Provincial Banks by giving to them discounting and rediscounting 
facilities. 

The loans advanced by co-operative societies to their members 
and by the central financing agencies to their' constituent societies, 
are, from the very nature of the source from which they derive the 
bulk of their finance, for short or intermediate terms only, and are 
only meant t '* be useful and fruitful for the current needs of agri- 
culture. Loans for redemption of old debts and loans for land 
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improvement have necessarily to be for longer periods and ye: these 
are most important in the reorganisation of agricultural economy in 
the country, so that resort to the sahukar may not be necessary and 
old debts may be liquidated after suitable scaling down under the 
various measures adopted in the different provinces and the ea’^ning 
power of the cultivator may improve with the improvement of his 
land with the pr-oper application of larger loans, the repayment of 
which is spread over a long term of years. To meet this need, land 
mortgage banking on a co-operative basis has been introduced com- 
paratively recently. 

There are 271 land mortgage banks and societies in India, of 
which 120 are in Madras, and 67 in Mysore. Bombay has 18 and 
Central Provinces and Berar have 21. Their working capital on 30th 
June, 1943, was a little over Rs. 7*75 crores, the most important 
constituents of which were loans from othei Banks and societies, 
amounting to about Rs. 3*25 crores and debentures amounting to a 
little under Rs. 3*75 crores. Share capital and Reserve and other 
funds are relatively unimportant being less than Rs. 0*5 crores and 
Rs, 0'25 crores, respectively. Madras and Bombay each has a 
Provincial Central Land Mortgage Bank, which is the chief collector 
and dispenser of funds through the primary land mortgage societies 
under it. Land Mortgage Banking has not yet proved popular nor 
can It be said to have lightened the burden of indebtedness or 
improved the economic position of the cultivator materially. It is 
still in the nature of an experiment. The high prices of agricultural 
commodities during the war and in the post-war period and the 
extraordinary rise in the price of land have however been factors of 
considerable significance. The cultivator has shaken off the bulk of 
his debt in many cases by even selling off a plot or two from his 
holding if necessary and he now does not feel inclined to apply for 
a loan from the Land Mortgage Bank. Applications for loans for 
land improvement have always been very few and now when appli- 
cations for loans for redemption of old debts have also fallen off, the 
problem of the Land Mortgage Banks becomes serious indeed. 

Co-operative Banking though most conspicuous in rural areas 
is by no means confined to those areas. Urban co-operative banking 
is concerned with the small consumer, the small producer and the small 
trader, for it is these elements of the urban population that are 
ignored or neglected by the commercial banks, and demand banking 
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facilities from co-operative institutions. So far the problem of 
finance for artisans has not been earnestly tackled, nor are the small 
traders served any very effectively. The bulk of co-operative 
endeavour in urban areas l^as been in the realm of providing credit 
facilities to the small consumer. Ordinarily, the consumer should 
need no facilities for credit ; and yet, the Urban Co-operative Credit 
Society is an absolute necessity to him. It saves the smaller wage 
earner from the clutches of the professional money lender, into 
whose arms the present capitalistic system of banking would consign 
him ; it helps the thrifty man to invest his small savings ; it helps 
the unfortunate to tide over a crisis ; and it preserves his sell -respect. 

There is no uniform basis for classifying these urban organisa- 
tions as credit societies or as banks. In Bombay and Sind, urban 
credit societies having a paid up share capital of Rs. 20,000 and over 
and doing banking business are termed urban banks. In Madras, 
the paid up share capital is not taken into account, but the test is 
the acceptance by them of deposits on current account and maintain- 
ing adequate fluid resources. In many other provinces, no distinc- 
tion is made and all urban credit societies are termed urban banks, 
irrespective of the size of the share capital or the nature of deposits 
accepted by them. 

There were on the 30th June, 1943, 7093 urban credit societies, 
of which 71 in Bombay and 154 in Madras are accepted as urban 
banks. It is a pity that statistics are not available separately for 
these urban credit societies as distinguished from urban non- credit 
societies, the figures for both these types being presented together 
as for non-agricultural societies. The total working capital was 
about Rs. 34 crores, made up of share capital — over Rs. 7i cr, ores. 
Reserve and other funds — over Rs, 4^ crores, deposits from members 
— about Rs. lOi crores, deposits from non -members — over Rs. 
crores, while loans from Central and Provincial banks amounted 
only to a little over Rs. 2 crores. Loans made during the year 
1942-43 amounted to ^bout Rs. I4i crores and these transactions 
must be taken to relate to urban banks only or at any rate largely. 
Co-operative Urban Banking has made excellent progress in Bombay 
and Madras. In other parts of India, there are merely urban credit 
societies and co-operative banking as such is practically non-existent. 
But it is recognised that the success of urban co-operative banking is 
the one bright spot to which co-operators in India can turn for 
strengthening their faith in the co-operative ideal, weakened so 
largely by the continued lack of success in rural areas. 
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The urban credit societies and banks resolve themselves into 
four types : — (i) The Salary-earners’ Society ; (ii) the Millhands’ 
Society ; (iii) the Communal Society ; and (iv) the Peoples’ Bank, 
The Salary-earners^ Societies have been generally organised on the 
occupational basis, the members being employees in the same firm 
or Government office. The strength of a society of this type lies 
in the absence of communal jealousies and factions, in the higher 
level of culture and intelligence of the members and the spirit of 
discipline that prevails in a modern well-conducted office ; the weak- 
ness lies in the facts that such a society avowedly exists to meet the 
needs of the consumer, whose salvation really lies not in borrowing 
but in greater earnings. A great accretion of strength accrues to the 
society from the sympathy of the employer or head of the office* so 
that recoveries of instalments of loan repayments are usually 
arranged from the pay sheets and the dangers of overdues are practi- 
cally eliminated. The Millhands' Societies are more or less of a 
similar type, the difference lying chiefly in the illiteracy of the 
members, in their smaller transactions and in the possibility of the 
whole organisation being wrecked to pieces when the millhands 
ilown tools. Recoveries through the wage bills and constant super- 
vision by a trained and reliable Superintendent f)aid by the employers 
for a group of such societies the Labour Officer, are very necessary 
for their safety and success. Trade unionism, welfare work and 
co-opeiation are very closely related. The trade uni:)nist having 
secured due wages, hours of work etc., the welfare worker having 
secured good and human conditions of work, it is for the co-operator 
to step in and see that men’s life outside the factory is spent as 
happily as could be. The one begins, the other follows up and the 
third puts the finishing touch. The employer must therefore learn 
to welcome the first, finance the second and to contribute to the 
third. The class consciousness and the spirit of independence of the 
ope, the humanisina touch of the other and the spirit of self-reliance, 
thrift and mutual help of the third — all these are needed for good 
to blossom out of a comprehensive labour policy. The Communal 
Bank represents in theory a very strong type but in practice a very 
weak society in general. Members know one another ; they have 
the communal bond between them ; but precisely because of these, 
considerations alien to the business of the society a factious 
spirit pervades the proceedings, and personalities and sentiments 
dominate the situation. Loans are sanctioned, which ought not to 
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have been sanctioned ; defaulters are not quickly haulded up ; 
arbitration proceedings are mo>t reluctantly taken ; awards are not 
promptly executed. The purpose of the loan is usually unproduc- 
tive and repayment of loans becomes a very difficult affair. The 
Peoples* Banks on the Luzzalti model are excellent little banks and 
represent the best type of urban co-opeiative hanking. Such a bank 
is open for membership to all residents within a particular area and 
aims at financing the small trader and the small artisan, so that the 
loans are for productive purposes. A trained and adequate staff guided 
and controlled by a watchful directorate, and a large size of the 
share capital and therefore of the working capital are necessary 
factors conducive to success. Indeed, Peoples’ Banks do not differ 
materially from an ordinary joint stock comn.ercial bank except 
in their recognition of personal credit, in their adoption of the 
principles of distributive justice in the distribution of profits and 
their comparatively smaller size. For the growth of banking in the 
smaller areas, talukas and tensils, there is nothing so promising as 
Peoples’ Banks. 

In the forty years and more, co-operative hanking has made 
very great progress indeed, both in rural and urban areas. That 
the success achieved is not so commensurable, that the purpose, th^e 
economic regeneration of the masses, is not any nearer its fulfilment, 
have depressed the workers, officials and non-officials. The causes 
are not far to seek. Co-operation has become a Government 
Department ; and that too a small department. The state accepted 
cc -operation but did nut enthuse over it and was not keen. National 
leaders did not associate tliemselves with it, because it was a Govern- 
ment policy and not a peoples’ movement. The beneficiaries were 
illiterate, ignorant, helpless and listless. The honorary workers were 
looked down upon as hunters after three H’s — Honour, Honours and 
Honoraria. It was never clearly recognised that a rural co-operative 
society is as much a business concern as any other banking or 
trading institution can be. Loose management, low paid, inefficient 
or honorary staff for directional and even for routine day to day 
work, too small a scale «>f K^perations, too much spoon-feeding, 
inordinate desire for concessions and privileges, have unfortunately 
so clogged the working of these societies that co-operative manage- 
ment IS often referred to as an antithesis to efficient business manage- 
ment. Unbusinesslike methods are however not an attribute of 
co-operative economics but an accident due largely to small scale 
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operations, honorary management and Departmental control. Indeed 
honarary management in co-operative institutions is at once the 
greatest asset and the gravest danger to success ; wise direction by 
the Department and devel(»pnent of an internal non-offiial super- 
visory agency and not increasing control by t!ie Department are the 
needs of Movement. Too much spoon-feeding weakens the sense 
of responsibility. Over-anxiety and too ready assistance cannot 
evolve the spirit of self-help which is the fundamental basis of 
success for any co-operative concern. Even urban co-operative 
banking has been dwarfed and stunted by mistaken restrictions 
suggested by misapplied analogies with rural societies. The two 
areas are so distinct, the populations affected are so dissimilar that 
what might be an excellent stimulant for one might be an un- 
necessary depressing narcotic for the other, what might he nutritious 
to the growth of one might conceivably be deleterious to the 
development of the other. 

Apart frum these elements of weakness in Co-operative Banking 
in India, particularly in the rural areas, it must be recognised that 
most of the societies had, as members, only loan hunters and not 
dep<^sitors; there was no very careful selection of members; the 
unprovident and the unthrifty, the drifters and the weaklings came 
together. Unlimited liability, the great asset of a Raiffeisen Bank and 
its great weapon to enforce a close scrutiny of loan applications and 
watchful supervision over the application for loan for product- 
ive purpose specified in the application, scares away the substantial 
elements in the village and only brings together those whose unlimi- 
ted liability is but pitifully limited. 

Whatever the shortcomings and weaknesses in the past* 
there is no doubt that Co-operative Banking has a very bright 
future indeed. India now independent and it is impossible for a 
National Government to be lukewarm about cooperation since there 
is no doubt whatever that in cooperation lies the best hope of rural 
India. Debt legislation in various provinces results ever more and 
more in increased recourse to the co-operative society for crop finance 
and to the land mortgage bank for long term finance. It is further 
definitely being recognised that for the economic regeneration of the 
agriculturist, mere credit institutions are not enough. Small scale 
industries as subsidiary occupations will have to be developed and 
fostered and these will need funds. Even now and more so when 
agriculture becomes more intensive, Co-operative Marketing is on the 
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threshold of development and marketing finance will be more than 
ever necessary. The scope for development of Co-operative Banking 
is therefore very great, for crop finance, for land improvement 
finance, for marketing finance and for industrial finance. In the 
great programme of expansion and diversification of the Cooperative 
Movement, we can clearly see vast scope indeed for developments in 
Co-operative Banking on right lines, b »th in the village, the town and 
the city. 



V 

LAND MORTGAGE BANKING IN INDIA 

By 

Krishna Kumar Sharma 

It is now an admitted fact that the most suitable agency for sup- 
plying the long term financial requirements of the cultivator is the 
land mortgage bank. The Indian Central Banking Enquiry CommitT 
tee^ classified such banks into three catagorie^: cooperativet non- 
cooperative, or quasi-cooperative. The cooperative type is represented 
by the Prussian Farm Mortgage Mutual Credit Associations which are 
associations of the borrowers without capital. They do not aim at 
profit and their rate of interest is low. Their expenses are met from 
the income of enterance fees paid by the members. Mortgage bonds 
are used to raise the necessary credit. These Landschaften are com- 
bined into a Central Landschaft which is a central cooperative 
organisation. The Federal Farm Loans of America also belong to this 
type. The non-cos«perativQ type is represented by the joint stock land 
mortgage banks which exist in European countries. They work for 
profit and they are subject to State control so that hardship may not 
be caused to borrowers. The French model of Credit Foncier de 
France and the Agricultural Bank of Egypt belong to this type. The 
Agricultural Mortgage Corporation which was set up in England in 
1928 to give long term loans to land-owners at a m:)derate rate of 
interest also belongs to this type. Its funds are drawn from its 
registered capital amounting to £650,000, bonds carrying a Govern- 
ment guarantee of about £11,000,000 and Treasury advances up to a 
total of £750,000. Other institutions are of a quasi-cooperative 
character. They are associations with membership of borrowers and 
non-borrowers operating over large areas having a share capital and 
limited liability. The Hungarian Land Mortgage Institute for large 
land'Owners is an example of this type. M. Louis Tardy in his book. 
Systems of Agricultural Credit and Insurance has given an account 
of these institutions in the monographs attached to the book. Prof. 
Anwar Iqbal Qureshi has given an account of the working of State 
banks in various countries of the world. In that book he has ad- 
vocated the opening of State banks in India with a network of bran- 
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ches as in his ©pinion the existing type of cooperative land mortgage 
banks cannot solve the problem.^ In the opinion of Central Banking 
Enquiry Committee the commercial land mortgage banks were regarded 
as suitable for financing big landlords, while the cooperative type 
was recommended for small agriculturists and for owners of small 
holdings. 

Brief Historical Retr aspect 

The existing land mortgage banks in India belong to the cooper- 
ative type. Attempts were made in India as far back as 1883 to pro- 
vide financial facilities when the Land Mortgage Bank of Injia was 
started on the model of the Credit Foncier de France; but the bank 
could not succeed because of over^mvestments without the necessary 
safeguards.^ A land mortgage bank was registered on 30th June, 1920, 
at Jhang in the Punjab but it has had a chequered history. On 31st 
July, 1942, it had 3l9 members and a working capital of Rs. 1,36,000. 
The total amount of loans due from members was over a lakh of 
rupees. The bank was in a moribund condition. The number of 
land mortgage banks in the Punjab in 1929 was 12 bur c)n the eve of 
the last war all banks excepting one or two in the province were really 
under voluntary liquidation. A real beginning in land mortgage 
banking was made with the establishment of the Central Land Mor- 
tgage Bank in Madras in 1929 on cooperative lines. Since then coo- 
perative bind mortgage banks have been organised in other provinces 
also. In Madras, Bombay, and Mysore central land mortgage banks 
have been se. up to finance and coordinate the working of primary land 
mortgage banks; but in the Central Provinces and Bengal separate 
departments of the Provincial Co-operative banks look after the work 
pending the organisation of apex banks for these institutions. In 
Orissa the provincial land mortgage bank has been financing agricul- 
turists direct through its branches. In other provinces the movement 
is in an undeveloped state. 

Out of 266 primary banks in 1942 in India, Madras with 119 is by 
far the most important, followed by Mysore with 65, C. P. with 21, 
Bombay with 17, A jmer-Merwara with 12, Punjab with 10, Bengal 
with 9, and U. P. with 5. Finance has been raised through debentures 
carrying a guarantee of the Provincial and State governments conce- 

^ Read rroceedings of the Fourth Conference of the Indian Society of 
Agricultural Economics, Bombay, 1943, pp. 184 to 194 of the Report 

^ Page 155 of the Report 

^ Page K,ii, Proceedings of the Fourth Conference of the Indian Society of 
Agricultural Econuiincs Bombay, 1943 
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rned. The total debentures of the various banks outstanding on the 
30th June, 1942, amounted to Rs. 359.77 lakhs of which debentures 
worth Rs. 273.95 lakhs were outstanding. In Bombay and C. P., no 
debentures had been redeemed. The total loans outstanding in 
primary banks at the close of 1941 -*42 amounted to Rs. 3,77,20,594, of 
which banks in Madras were responsible for Rs. 2,63,78,791. 

Main Features 

The working the land mortgage banks in India is characterised 
by certain features given below : 

(1) The advances have been made so far almost entirely for 
redeeming past debts, although under the by*laws they are allowed 
to make loans for land improvement and to purchase land for round- 
ing off holdings. In 1937 the Agricultural Credit Department of the 
Reserve Bank of India made an enquiry into the working of land 
mortgage banks. Replies were received from 43 banks which showed 
that loans for liquidation of old debts formed 98% of the total 
advances as agai.ist 38% advanced'for land improvements. Other 
banks from which replies were not received had not advanced any 
loan for objects other than the liquidation of old debts. Taking 
into account alMndia figures the percentage of advances for liquidat- 
ing pa>t debts would he higher, 

(2) Loans are made to the agriculturists against the security 
(»r first mortgage I'lf agricultural land of at least twice the value, 
repayable in 20 years in equated annual instalments. The borrower 
can make repayment earlier and he cannot further encumber the 
land without the consent of the bank. The rate of interest varies 
between 6 and 7 per cent. 

(3) The maximum amount that can be lent to a member is 
Rs. 10,000 which in some banks has been reduced to Rs. 5,000. The 
minimum limits are about Rs. 300. 

(4) Funds are raised mainly by debentures and also by selling 
share6. The borrowers are required to subscribe to the share capital 
an amount equal to 5% of the borrowings. Debentures arc guaranteed 
by the Provincial Governments regarding principal and interest and 
their period of maturity varies from 20 to 25 years. 

Go¥erntment Help 

The Government have encouraged these banks in a number of 
ways. Debentures have been guaranteed. Subsidies have been 
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granted. In Orissa the Government have taken up a part of share 
capital. Exemptions have been given from stamp duty, registration 
fees, etc. Great control is exercised over them by the Government 
which has appointed the registrar of co-operative societies as the 
trustee of the debenture-holders. He is also the Ex-officio member 
of the Board of Directors. Valuation of land is done by Govern- 
ment officials whose services are given free to the banks. In Madras, 
C. P. and Berar and certain other provinces, special Land Mortgage 
Acts have been 'passed. In other provinces the Co-operative 
Societies A.cts have been amended. Special powers have been 
conferred upon these banks in respect of recovery of loans from 
defaulters. 

Effect of War 

The last war affected their w^orking in many respects. In the 
beginning land mortgage banks experienced difficuties in floating 
debentures but subsequently they could easily float them on favour- 
able terms. The Madras Central Land Mortgage Bank floated 
debentures at 3% in August 1942. It was equal to the yield on 
Government paper of the same duration. Table II, facing page 50, pre- 
pared from the Annual Report of the Registrar of Co-operative 
Societies indicates the effect of the war on their working. 

The effect of the war on the working of land mortgage banks 
shows a fall in advances from Rs. 55*08 lakhs in 1941-42 to Rs. 38‘23 
lakhs in 1942-43. Total recoveries increased from Rs. 36 04 lakhs to 
Rs. 55*50 lakhs. The amount of outstandings fell from Rs. 8*93 
lakhs to Rs. 6'9 lakhs ; while deposits increased from Rs. 16,93,44 
to Rs. 2039*74 lakhs. Actually the new business of land mortgage 
banks has fallen. There has been a rise in the value of the produce 
and of tbe land. The credit of cultivators has gone up. Agricul- 
turists are able to pay off their old dehtsowing to the increased income 
or in some cases by selling land at high prices. There are advance 
payments also. Thus so long as these institutions continue supply- 
ing loans for liquidating old debts, there are limits to the expansion 
cf their business. 

Defects in Working and Suggestions for Reform 

Table III, facing page 50, and Table IV on.’page 53 indicate the 
operations of central and primary land mortgage banks in India for 
1941-42. 



Cochin .-I 1 I 2.575 i 2,74,759 18.29,700 j 26,655 | 1,21,977 17,86,705 18,450 


p n 


n y 

• u 


c o 

n. D 

W OQ 


OS 


SO ^ 


! No. of socie- 












On 


1 

fD 

3 

z 



OO 

Ln 

to 


Os 

OJ 

oo 

Os 

N) 
^ ' 

U) 

On 

SO 

1— ^ 



:o 

rr 

a 

p 


so 

On) 

to 

OS 

00 

4^ 

u> 

Ln 

Os 

to 

sn 



►-1 



Lk) 



-o 

00 

U» 

oo 

-o 

so 


00 



t/i 



*“ 














CO 






p 





Ln 

P 


O' 

■o. 

O-t 

r* 


bs 



'h-‘ 

SO 


s-n 

U> 

Ln 

V 


fift 

c 

< 

03 

o 

yi 

Ln 

-vj 

Os 

yD 

bu 

Ln 

Ui 

bo 

Ln 

Ui 

'so 

N) 

Ui 

to 

-o 

Os 

'b 

y\ 

1^ 

to 

OO 

b 

so 

p 

h-i 

H-* 

C/i 

-c 

ft) 

to 

1 •n 

3 

OQ 

3 

n 

a 

D> 

3 

CA 

Ln 

Ln 


O 



u» 

oo 

O 

00 

-1^ 




Cl* 

— 


00 OJ 

so O 


On Oo 

OJ 


^ Ln 
OJ V] 
p os 
bo bo 


Ln Ln 
O so 





U) 




p 

b 

LO 

Ln 

b 

to 

4^ 

Os 


b 

bo 

b 

to 

Ln 

1— » 

Ln 

O 

OS 

LO 

Os 

UJ 


Vi (—« 

- C-w 0 

O 3 P3 

0.3 

» O.TO g 

P) rt 




to 


p 





t— ‘ 




to 

so 




4^ 

00 

1— * 

2 0 

bo 

>-* 

b 

Os 

b 


p 

b 

bs 

• 

U> 

b. 

so 

b 

0 

b pd 


4^ 

so 

Qs 

h-* 

-0 



sn 

so 


S “ 

00 

00 

L»3 

4^ 

to 

4>^ 


Ln 

to 

0 • 










to 


b 


bs 

I-* 

' 4 ^ 

Vj 

4^ 

Os 


4i^ 

b 

p 

b 

3 ^ 

p 

so 

p 

»-* 

p 

p 

p 

p 

00 

p 


b 

b 

bo 

to 

Vj 

bo 

to 

Vj 

to 


iro 

00 

oo 

-o 

to 

to 

Os 

0 

4^ 

to 

CA 

0 - 

o 


I— k 

Lo 

4». 

Ln 


Os 


to • 



H-* 




I-* 




Lu 

Os 

Ln 


p 

p 

p 

►-* 

H-* 

p 


bs 

Vj 

»o 

»— * 

b 

bo 

'b 

b 

H-* 

b 

Os 

sn 

un 

p 

Ln 

p 

P 

0 

4^ 

sn 


b 

b 

b 


b 

b 

b 

b 

b 

-0 

to 

sn 

0 


-0 

to 

0 

Os 

sn 

sn 

to 

vn 

4)*^ 

sn 

CX) 

1—^ 

0 

to 

1— » 


to 

sn 

to 

H-* 


h-» 

t-* 

H-* 

p 

Sn 

p 

p 

p 

p 

os 

b 

b 

sn 

b 

b 

bs 

b 

bo 

b 

bs 

to 


sn 

0 

0 

sn 

00 

-4 

sn 


sn 


4 ^ 

4 ^ 


0 

to 

sn 

0 



Operations of Primary Land Mortgage Banks in India^ 194l>42 


54 


KRISHNA KUMAR SHARMA 


The tables indicate the slow progress of land mortgage banking 
in India. We may judge the progress from any point of view, the 
number of banks, the number of members, loans granted, owned 
^Linds or profits— all tell the same tale We have to find out the 
reasons therefor and suggest the necessary remedies in the light 
thereof. In many cases the working is inefficient. As a general rule, 
the directors of primary land mortgage banks lack the necessary 
initiative. The income of the banks is not sufficient to enable them 
to have an up'to-date organisation. The main source of their 
income is the difference between the rate paii by them to higher 
institutions and the one at which they make loans to agriculturists. 

This is insufficient to employ even the necessary staff. In some 
provinces the method of appointing land valuation officers is such 
that it is not possible to have an experienced land valuation staff. 
Clerks of the co-operative department with a month’s training or 
so in the land valuation work are appointed as land valuation officers. 
In this connection the Government should come to their resi*uc by 
meeting some of these expenses. 

The success of land banks depends upon accurate land valuation 
and the determination of the annual repaying capacity of the 
borrower. Instalments should be punctually recovered, failing which 
land banks may not be able to obtain the necessary funds through 
debentures. These defects can he removed by keeping suitable staff. 
Further there is much scope for improvement in respect of raising 
funds by debentures. They have been able to float debentures at 
low rates because of Government guarantee and because they are 
declared as trustee security. What is necessary is that their working 
should improve so that the investor should have confidence in them 
and their debentures may find an easy market. In this connection 
the advice of the Reserve Bank of India should be sought for and 
there should be greater liaison between these banks and Reserve 
Bank of India. This topic will be presently referred to. 

Another defect in their working is that they concentrate too 
much on the redemption of old debts and too little with the improve- 
ment of land and agriculture. This has been alluded to above. Of 
course to a certain extent in the existing conditions in India it is in- 
evitable, but efforts should be made in order that land mortgage 
banks may pay attention to questions of granting loans for agricul- 
tural and land improvements to a greater extent than has been 
possible hitherto. This would require close co-ordination between 
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the land mortgage banks and the Agricultural Department. The 
latter should advise the agriculturists on improvement schemes which 
would then be fit objects for granting loans for Jand and agricul- 
tural improvements. In this connection the recommendation of the 
Thirteenth Conference of Registrars was that land improvement 
loans should be advarced at a lower rate than loans for other pur- 
pose*!. Ordinarily they should be given in consultation with Agri- 
cultutal and other Deparments. Land mortgage banks can also do 
much to promote schemes of consolidation of holdings, particularly 
where fragmentation has reached a very had stage. They should 
develop other lines of business than merely granting loans for repay- 
ment of old debts in order that they may beconie minimum economic 
working units. Many reasons have been given for the small amount 
of loans granted for land improvement, viz., heavy indebtedness of 
borrowers, provisions in the bye-laws requiring repaynient from the 
very first year, absence of the necessar / organisation for supervising 
the use of such loans and absence of scope in this respect in a coun- 
try of small holdings. As a matter of fact, land mortgage banks can 
prove of great assistance only if they concentrate on the wide range 
of agricultural operations relating, inter alia, to drainage, reclamation 
of land, promotion of rural industries and similar other matters. 
Land mortgage banks can particular! ^ help in providing funds to 
facilitate exchanges of land on requiring payment of money and by 
giving concessic:)ns in loans to those who have consolidated their 
holdings There is great need in some places for providing better 
irrigation facilities and for purchasing agricultural machinery. 
Prevention of soil erosion is another important matter requiring 
considerable finance. Consequently detailed investigation is neces- 
sary in regard to the ways in which agricultural improvements can 
be done. 

During the war cultivators have been anxious for purchase 
of land but in many places they have been handicapped on account 
of the lack of finance. The money-lender has been unwilling to 
lend money for this purpose on the security of land because of the 
effect of the money-lending legislation in different provinces. The 
existence of land mortgage banks facilitating the purchase of land 
by the cultivators should be a great advantage. They should grant 
loans for about 50 to 60 years at low rates of interest so that the 
cultivator may be enabled to purchase land. This has been done 
in other countries. Some efforts are being made in Rnmhaw — 
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C. P. to encourage loans for land improvement. But perhaps 
adequate success has not been achieved. Rules have been made by 
the Central Land Mortga'^e Bank of Madras to provide loans for 
constructing irrigation works and for similar other purposes. The 
Registrars’ Conference of 1926 recommended that the principal 
objects of land mortgage banks should be; — 

(a) The redemption of land and houses of agriculturists, 

(b) The improvement of lands and methods of cultivation 
and the building of houses of agriculturists, 

(c) The liquidation of old debts, 

(d) The purchase of land in special cases to be prescribed 
in the bye-'laws. 

The Royal Commission on Agriculrure found themselves in 
substantial agreement with the views of the Registrars’ Conference 
of 1926. Tiie Indian Central Banking Enquiry Committee'^' 
suggested that loans made by land mortgage banks should be devoted 
to the redemption of land and houses of agriculturists and the 
liquidation of old debts, to tlie improvement of land and metluuls 
of cultivation and the construction of houses of cultivators, and 
to the purchase of land in special cases. It will be noticed that both 
the Registrars’ Conference and the Central Banking Enquiry C(^mm- 
ittee put the financing of land purchase through land mortgage 
banks in the end in order ot precedence; but in future the abolition 
of the zamindari sy^^tem should lead tv) the financing of land purchase 
to a great extent and this object consequently should get precedence 
over others as a method of land reform. 

The purpose oi the redemption of old debts can be served 
better if the operations of debt conciliation boards are co-ordinated 
with those of land mortgage banks. The reduced amount of debt 
should be paid to the creditor in cash by a land mortgage bank 
which can realise the amount in instalments from the debtor. The 
prospect of cash payment might induce the creditor to agree to a 
greater reduction in his claims than payment iri instalments over a 
number of years. The experience of attempts at co-ordination in 
C. P., Madras, and Bengal has not been encv>uraging. The instal- 
ments fixed by the Debt Conciliation Boards carry no interest. 

Consequently debtors have preferred to pay these instalments to 
the alternative of borrowing from the land mortgage bank on interest 

^ l\igc 1<)S ut the Kfport 
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to pay off the conciliated debt. They have not been in favour of 
assuming a definite obligation to be rigidly enforced. Naturally they 
have held out in the hope of further relief through legislation. The 
banks also have not advanced loans in some cases because intending 
borrowers could not offer adequate security. Creditors too have been 
unwilling to further reduction in their claims ia return for cash 
payment. These difficulties have prevented the effective liaison 
between the machinery of the conciliation boards and land mortgage 
banks. In this connection the Bombay Agricultural Debtors’ Relief 
Actf 1939, provides that if before the award the creditors reduce the 
debts to half the value of the debtor’s immoveable property and 
remit the rest, they may be paid in bonds isme.l by the provincial 
I and Mortgage Bink and guaranteed by the Provincial Government. 
The amount of bonds is to be recovered as an arrear of lanl revenue. 
Such provisions should secure proper co-ordination between the 
conciliation hoards and land mortgage banks. But as a result of 
the wartime rise in the income of the cultivators, such provisions 
may not be necessary for some time to come. 

There should be proper coordination between the land mortgage 
banks and other cooperative organisations in order that land mortgage 
banks may be able to maintain contact with the borrowers. The 
debts of members could be paid off out of a loan from the land 
mortgage bank. The short term' finance can be supplied by the 
society and the sale of the produce of members could be done 
co-operatively through a marketing society. The instalments of the 
land mortgage bank and the loans of the society could be regularly 
paid and thus better cooperation should be ensured between land 
banks and cooperative banks. In such cases the cooperative society 
should have a first charge on the crop. 

It may be pointed out that during the war the problem with 
the land mortgage banks was not lack of funds but there was no 
demand for them. Unfortunately, no recent figures are available 
in this connection, but the figures regarding loans made in 1941-42 
as compared with those for the previous year substantiate this 
contention. The total loans repaid to them in 1941-42 were 
Rs. 65,63,528. The corresponding figure was Rs. 1,14,07,513 in 
1940-41.® The problem, therefore, is that there is no demand for 
funds. The question is how to create the demand. Perhaps the 
fault may lie with the loan machinery of these banks which is 
^ Statistical Statement's relating to the Cooperative Movement in India, 1944 
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cumbrous and full of red tape. Consequently there are obstacles 
in the way of the borrowers. They must be removed. 

Reserve Bank Of India & Land Mortgage Banks 
Somethinpj may now be said about the relationship between 
the Reserve Bank of India and the land mortgapie banks. The 
Reserv’^e Ba nk authorities have discussed this topic in the Statutory 
Reports and in certain circulars in which their views are embodied. 
It has been pointed out therein that the Bank cannot lock up its 
funds in the debentures of the land mortgage banks until their 
ready marketability is proved. It is prepared to give them advice 
through Its Agricultural Credit Department. It has suggested that 
they must grant loans for permanent improvements. The Agricul- 
tural Credit Department should give technical advice to the land 
mortgage banks regarding land improvement finance and should 
supervise the use of their loans. In aicas selected by land mortgage 
banks for allowing land improvement loans, the Government should 
discontinue Taqavi loans. The Statutory Report proposed to deal 
with the subject in a separate bulletin which has not yet been 
published. 

The Reserve Bank can help the land m"»rtgage hanks particularly 
in two ways. It can accept debentures of the central land mortgage 
banks guaranteed by a Provincial G')vernment as security for advances 
under section 17 (4) of the Reserve Bank Act to increase their popula- 
rity. The view of the Reserve Bank is, however, different. In a 
letter written by the Bank to the Government of Madras in August 
1940 and marked confidential, the Bank pointed out that if it treated 
the guaranteed debentures on the same footing as government loans, 
the proportion held by the public would increase; but the gulf 
between the guarantee and non-guarantee status would be widened 
and the government would not be able to discontinue this guarantee. 
The suggestion of the Bank is that interest on debentures should be 
charged from agriculturists. The Bank also suggested as an alterna- 
tive that the government might grant a straight loan to the land 
mortgage banks and the guarantee may be dropped as a temporary 
measure and these requirements may be included in the ordinary 
loan programme of Provincial Governments.^ There is no reason 

Also sec article on Land Mortgage Banks by Sher Jung Qhan, pages 214,215, 
Proceedings of the Fourth Conference of the Indian Society of 
Agricultural Economics. 
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why the debentures of central land mortgage banks should not be 
accepted as security for advances under section J7 (4) of the Reserve 
Bank Act. The Reserve. Bank Act may be amended so that the 
Bank may undertake the floatation of the debentures of land mort^ 
gage banks. It will help them in providing finance to a great 
extent. 

Secondly, a Long Term Mortgage Department must be attached 
to the Reserve Bank of India on the lines of the Long Term Mort- 
gage Department of the Commonwealth Bank of Australia. The 
suitability of creating such a department should be examined. It 
can grant long term loans to the land mortgage banks and it can 
also help in floating their debentures. 

The creation of land mortgage banks on adequate scale is 
very necessary to improve the agricultural economy of our country. 
Measures of far reaching importance in respect of land reform are 
to be undertaken in our country. The U. P. Government has decided 
to abolish the zumindari system The Bombay Planning Committee 
also advocated reform of the land system.** In any scheme of land 
reform involving the abolition or modification of the zamindari 
system, the cultivator would have to be given proprietory rights , 
while landowners will have to be paid adequate compensation for 
extiguishing their claims. Tins could be facilitated through a net 
work (T land mortgage banks, assisted by the state if necessary. 
They can make the payment to the landowners either in cash or in 
debentures issued on the security of land given to the cultivators. In 
this way this programme of land reform can be finenced through land 
mortgage banks. 

It is necessary to appoint a committee of experts to consider the 
question of improvement in the working of land mortgage banks in 
our country. Special Land Mortgage Acts should be passed in every 
province to provide facilities for them. The debentutes of these 
banks should be guaranteed by the provincial governments. Liberal 
financial state assistance can be given to them. The Reserve Bank of 
India should also extend help to them in the ways indicated above. 
The money-lender should be brought within the orbit of laud mor^ 


® Page 16 of part II of the Bombay Plan 



60 


KRISHNA KUMAR SHARMA 


tgage banks and Mt. Manu Subedar’s suggestion of making the village 
money-lender a guarantor to attract funds deserves consideration.® 
It will then be possible for land mortgage banks to work successfully 
in our country and they will be of real assistance in improving oar 
agricultural industry. 



VI 

FOREIGN EXCHANGE BANKING IN INDIA 

BY 

B. S. Audholia 

The history of foreign exchange banks in India is inextricably 
linked up with the history of India’s economic penetration by 
Britaii^. It is only too well known that India was laid under a 
ceaseless economic onslaught ever since the advent of the British 
East India Company. As a matter of fact, the whole of our econo- 
mic life was kept under a systematically planned attack by the alien 
rulers. In the domain of foreign exchange banking, foreign bankers 
were allowed a free entry and unfettered expansion. The result 
was that they soon rose to power. The indigenous bankers^ that 
handled the foreign business were completely wiped out in no time. 
Soon after the unlimited copartnership (Anglo-Indian) banks that 
were started between 1829 and 1845 to handle this business were also 
outdistanced and outstripped. Thus the foreign exchange business 
became a monopoly of foreign bankers. This monoply they still 
enjoy althongh attempts were made towards the close of the British 
Period by the Indian banks to take an increasing share in this 
business. But oft-repeated resentment of the Indian Chambers 
of Commerce, the opposition of the nationalists, the efforts of the 
Indian banks an! the counsels of the Reserve Bank, all proved 
powerless to improve the situation. Today also their monopoly 
stands almost substantially in tact. 

The importance of foreign exchange banks to a country’s 
economy depends upon the extent of her foreign trade. Judged 
from this standard, foreign exchange banks have great importance 
for India because the aggregate value of India's foreign trade has 
been normally high. It is true that there have been some occasional 
set-backs, but they have never seriously jeopardised the importance 
of her foreign trade for any length of time. Even during the stress 
of the World War II when exchange controls and import restrictions 

^ Until 1796-97, the governments of the provinces always entered into cont- 
racts with the indigenous bankers for securing funds in the different 
centres to finance foreign business, (vide Government Manuscript 
Records^ Imperial Record Office, the 7th January, 1800, No. 47.) 
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became necessary, her foreign trade did not record any distressing 
effects. After the loss of European and far Eastern markets, she 
built up valuable trade connections with Russia and non-empire 
countries notably Iran, Iraci and Egypt. The prospects of this 
trade as also our trade with the East African colonies and the 
Middle East are bright. We have to make serious efforts to ensure 
that this growing volume of our foreign trade is 6nanced through 
the n edium of our national exchange hanks to an ever increasing 
extent-. 

This brings us to the consideration cf the ways in which 
foreign bills are drawn and negotiated. Roughly speaking these can 
he arranged under four heads: 

(i) Imports and Exports 

(ii) Gold and Silver 

(iii) Invisible Trade 

(iv) Capital Movements 

The exchange bark is the product of the modern system of 
international organisation. Therefore, it follows that when goods, 
bullion, ssrvices and capital movements take place between different 
countries, its services become essential. Its profits are thus the result 
of the services that it renders and they arise out of the purchase 
and sale of the ‘rights to foreign curtency’. This is done principally 
through the bills and the letters of credit. The whole thing is 
arranged under various ‘kinds of exchanges’ that vary according 
to the urgency for purchase and sale of different currencies. 

T1 e import bills are of two kinds : (a) With documents against 
aecepvance, and (b) with documents against payment. They may 
also be classed as (i) bills against credits and (ii) bills for collection. 
In India the imports are usually^financed through either (0 60 days 
sight D. P. drafts drawn on the Indian importers or (ii) London 
Bar ks’ acceptance of house paper. In the first case, the D. P. drafts 
are collected by Exchange Banks from importers or their represen- 
tatives. In the second case, the London exporter draws a bill on 
the London office of a foreign bank, which accepts the bill. Thus 
the drawer is enabled to discount it in the London Money Market. 

- Sometimes exchange banks also indnlge in pure exchange speculations. 

For our purposes, however, they are not - important, for they depend 

on wide conjectures for happy hits. 
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The accepting bank sends the relative documents to its branch in 
India for collection of the proceeds from the foreign oftce of the 
exporting firm and thus a remittance is arranged to London on or 
before the maturity of the bill. Both kinds of bills or instruments 
are drawn in sterling. In the first case, interest is payable at 6* p. c. 
from the date of the bill to the date of the arrival of funds in 
London. In the second case, the bill is discounted at a lower rate 
in the London Money Market, and thus the merchants who can 
arrange their acceptance in London gain thereby. 

For exports generally the Indian exporter draws three months 
"oight D. A. or D. r. drafts. Such drafts are always purchased by 
exchange banks who get advice to this effect e.ther from their head 
office or liigh financial houses with which the foreign importer of 
the Indian produce has opened credits. Exch^inK^ banks send such 
bills to London which when accepted by the London Banks or 
finance houses are easily discounted in the open market. Thus the 
^exchange banks receive back in sterling the equivalent of their 
rupee payments in India. The drafts may sometim.e be sent to 
exchange banks lor collection by exporters. In this case the 
exporters have to wait for money till bills attain matuity. The 
exchange banks even when the/ have purchased the bills, may 
also hold them till maturity under conditioOsS of dull trade. 

The bulk <.d our foreign exchange finance is done through 
bills in sterling. Formerly, before the World War 11, drafts from and 
VO Japan were in Yen. Bills connected with China are drawn in 
rupees. Usually, however, India does not maintain direct rate 
connections with other foreign centres for which a demand is 
incessantly made. 

In the machanism of finance discussed above, two things are 
specially notewothy. Firstly, the bulk of our trade both imports 
and exports is financed by means of sterling bills and, secondly, in 
the finance of import trade, D* P. and not D. A, bills are commonly 
used. 

These things have rightly been found unsatisfactory. Surely 
if our import trade is financed by D. P. bills, much benefit can be 
had by rupee bills. For the export trade the Indian exporter no 
doubt gets an advantage by means of sterling bills because drawing 
bills in London so long as credit can be opened obviously gives 
him an access to the London Money Market. But in the case of 
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import trade this does not happen. A very small part of the bills 
gets an advantage of the London market as they are not D. A. but 
D, P. Thus the Indian importer has to pay the interest at the rate of 
6 per cent which might still go up in case the Bank of England Rate 
exceeds 5 p* c. on all such 6o days sight D. P. Drafts, Thus it is 
clear that the rate paid by the Indian importer does not depend upon 
the open London market rate of discount. In fact, import bills 
hardly play much part in the London Discount Market, andthus the 
process was never so cheap as was supposed. Therefore, rupee bills 
will be to India’s advantage. But Exchange Banks’ representatives 
have remained always opposed to the Rupee import bills. Sometimes 
they laboured hard to give weight to their arguments b ^ suggesting 
D. A. bills in place of D. P. bills. But even then it is desirable to 
have the rupee bills, for they will help the developm nt of our bill 
market. The contention of the exchange banks that these bills are 
in small amounts and are of no use for a discount market cannot 
be accepted. Mr. Sircar rightly points out : Tf the exchange 
banks can lend as much as 30 crores to Indians on their local 
advances against import bills, inspite of the bills being in small 
amounts, surely a discount market could do the same and if it 
wanted to borrow on them, it might rediscount them in parcels 
to make up sufficiently large amounts. It is not. therefore, the 
size of the bills which has stood in the way of the creation of a dis^ 
count market in Indin, but reluctance of the banks to part with 
the profits of the business. 

Thus it is clear that trie Indian Money Market suffers from 
the lack of an internal bill and and rediscount market mostly due to 
the existence of the immigrant banks. And this has been one of 
the greatest defects of the Indian credit organisation. 

But this is not ail. In their business operations as well, these 
immigrant banks have managed to function on most unsatisfactory 
and discriminatory system. They have definitely not been much 
use to Indian trade and business. It would be interesting it> note 
the grievances of the Indian traders against these banks as have been 
voiced through their representative organisations from time to 
time: — 

(1) The Indian importers, as pointed out before, are compelled 
to do business only on D. P. terms. 

(2) In order to get a confirmed letter of credit opened, even 
first class Indian importing firms have to make a deposit 
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of 10 to 15 p. c. of the value of goods with the exchange 
banks, while European houses in Calcutta are not requited 
to naake such deposits. 

(3) Satisfactory bank references are not supplied by the exc- 
hange banks to overseas merchants, though in the case of 
foreign merchants with considerably lower resources, the 
banks of foreign countries supply very good references. 

(4) The Indian merchants have no opportunity of knowing 
under what rules the members of the Exchange Banks 
Association work and they are not consulted with regard 
to alterations made tnerein from time to time. 

(5) The exchange banks charge a penalty for the late comple*' 
tion of exchange contracts. The penalty is high and is 
capable of reduction. 

(6) When a foreign exporter draws a bill on an Indian import 
ter and the draft is with an exchan^?© bank for collec- 
tion, the Indian importer has to pay in rupees at the 
bank’s selling rate for demand drafts and he is not 
allowed to pay it cither by the demand drafts of another 
exchange bank which may be had at more favourable 
rates or by his own cheque on his London agent. 

(7) The exchange banks discriminate between Indian and 
foreign insurance companies and they arc forcing Indian 
exporters^ to insure their goods with foreign insurance 
companies. As a result of this attitude of the banks India 
has been paying annually insurance premiums to the 
extent of nearly Rs. 2 to 3 crores to foreigners. 

(8) When a draft comes to an Indian importer through an 
exchange bank, the former merely gets an informal note 
asking him to go to the bank and examine the docu- 
ments although in the case of some European firms the 
facility of sending the documents to their offices is allowed. 
The reason given by the exchange banks is that the party 
is not available. But it may be true only in the case of 
some small merchants. It cannot be thought in the case 
of big Indian merchants for ex^ample those in Clive Street, 
Calcutta or the Fort, Bqmbay. 
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(9) Although the exchange banks enormously profit by our 
foreign trade yet they do not employ Indians and do not make 
any provision for their training. Not a single Indian has 
been appointed in the superior grade of their service. It 
can hardly be accepted that these banks could not find a 
single India n competent to hold a superior post in their 
business.® 

Indeed, of the enormous profits that these banks make, a substantial 
portion is due to a policy of racial discrimination between Indian and 
nonAndian firms. 

Below are given two tables which reveal the position of the 
foreign exchange banks as regards their deposits and the advances 
which they make in India. 

TABLE A 

From a Consolidated Balance Sheet of Foreign Banks 
(Pre-war analysis) 

Rs. 

1. Total deposits (Indian and non^Indian) ... 66 crores 

(a) Indian Deposits — Rs. 39 crores 

(b) Non-Indian deposits — Rs. 27 crores 

2. Deposits with British Banks ... ... 57 crores 

3. Deposits with non-British Banks ... 9 crores 

4. British Banks’ Advances in India ... 37 crores 

5. Non-Brit ish Banks’ Advances in India ... 9 crores 

TABLE B 

Increase in Deposits of Different Classes of Banks 

1938 ... 1941 ... 1944-45 

Imperial Bank 8151 ... 10892 ... 22459 

Exchange Banks 6720 ... 10672 ... 14019 

Other Schedule Banks 9187 ... 12904 ... 39965 

Non-schedule Banks ... ... 1494 ... 2005 ... 4342 

® Vide Findings of I. C. B. Report (Majorty), Pp. 322*327 
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Of this increase in deposits the percentages upto l94l are 
worked out as given below: 


Exchange Banks 

59% 

Imperial Bank 

34 % 

Other Scheduled Banks 

40"/. 

Non-scheduled Banks 

34"/. 


The co-operative banks recorded an increase only to the 
extent of 8 to 9 percent. 

Now the conclusions from these tables are obvious. Clearly 
the foreign exchange banks have established a ‘foreign money 
trust* and ‘an insidious system of economic penetration’ into the 
interior of the country. These banks have been doubly fortunate. 
They have inflicted severe blows on our economic and banking 
structure with our own resources. This is the tale that is amply 
told by the tables given above. Even the Indian deposits of these 
banks (as shown in table A) are not advanced in India or utilised 
for purchasing India’s securities. Table B shows their great penet- 
ration and influence. The percentage increase of their deposits 
during the first four years of the war left behind all other classes 
of banks. And this is a situation for great caution for future, for 
huge amounts were drained away which should have necessarily 
fallen to the lot of our banks. Is it, therefore, not a sad thing for 
us to observe that these immigrant banks should enjoy their 
prosperity mainly through our resources? Surely, the Indian bank- 
ing structure is being robbed of its legitimate strength by the 
presence of these monopolitic insistitutions of foreign origin. 

What is the way out? This question has been often considered. 
The lines of discussion had centred round two points: 

(a) That an Indian Exchange Bank is needed; and 

(b) That some resrictions be imposed on the working of 
the foreign banks. 

It is undoubtedly true that we require a powerful Indian 
exchange Bank. But the suggestions, schemes and discussions in 
this respect have only been our pious hopes so far. In the past foreign 
exchange Banks have stoutly opposed such a move. Not long ago, a 
resolution was passed by the Bombay and Calcutta Exchange Banks’ 
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Associations that ‘no member should part with any portion of the 
commission and that there should be no rebates or repayments to 
the Indian banks and the agreements should be terminated.’ The 
Indian banks, as observed earlier, do not have direct agency 
arrangements with New York. Therefore, those Indian banks that 
were authorised to deal in exchange business had gone through com- 
mission arrangements with the exchange banks. The above-quoted 
resolution was a sequence of these arrangements and it clearly rec- 
orded a strong disapproval of any such agreements from the exchange 
banks’ representative bodies. Furthermore, it also gives us the 
hint that the foreign banks mean to continue their monopoly in 
future. In fact their whole history is a pursuance of this mischi- 
evous policy. 

Nearly fifteen years ago these foreign exchange banks and the 
foreign experts attached to the Banking Inquiry Committee came 
out with a similar opinion in the following words: The present 
facilities of exchange finance are adequate. Since it is unbound, 
unthinkable and inconceivable to apprehend the withdrawal of the 
Exchange Banks, they (foreign experts) do not see much use from 
the establishment of an Indian Exchange Bank much less with any 
kind of state support and patronage^. 

Too long have foreign exchange banks opposed ithe creation 
of an Indian Exchange Bank and have done so with success. But 
now that we are a free nation and mean to build up our economic 
mechanism along sound and enduring lines, such opposition cannot 
stand in our way. Sooner or later, an Indian Exchange Bunk — or 
perhaps several of them — must be established with active support of 
the Government; and the earlier, the better. 

Suggestions to impose restrictions on the working of the foreign 
banks have been made several times in the past. At present, 
however, they seem to us to be wholly inopporrune. The disease 
is chronic and deep. Mere restrictions will not do now. For 
our full prosperity and development, we will have to rid our 
banking organisation from such evil institutions. All banking 
facilities must primarily rest in our hands; and to achieve this 
objective in this sphere of banking we will have to plan forthwith 
with a strong hand and adopt stringent measures. We are wholly in 
favour of total liquidation of all immigrant banks. India, as we 

* See Aiincxure to l.C.B. Majority Report, p. 671 
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know, has huge sterling balances exceeding a thousand crores of 
rupees to her credit. An effort should be made to utilise these 
balances for taking over the assets of foreign banks according to 
a well-planned scheme. The assets so acquired should be nationali- 
sed and a State-patronised Indian Exchange bank should be started. 
The details of this bank may be worked out by a committee of 
experts. Since most of the foreign exchange banks are British-owned, 
the process of purchasing over the assets will not be circuitous end 
complicated. The national government which we have now 
installed is definitely out to root out all vested interests. It will 
be in accordance with their policy to fully strike at the root of 
foreign exchange banks with are doing incalculable harm to our 
economy. 

The suggestions which I would like to make are, therefore, 
given below* 

(1) Complete liquidation of all foreign banks. A plan should 
be chalked out. The liquidation need not be sudden; 
it may be spread over a period of five years. 

(2) Immediate setting up of a State-patronised Indian 
Exchange Bank. The other Indian banks should be 
permitted to do this business only under a licence to be 
granted after the fulfilment of certain conditions, and 
they must work in close cooperation with the Indian 
Exchange Bank. 

(3) Any encroachments on this business from foreign count- 
ries should be banned under law for at least a period of 
fifteen years. After that the law may be relaxed and the 
foreign banks might be permitted to open their offices 
under restrictions similar to those as are generally imposed 
in other countries. 




VII 

THE FINANCING OF FOREIGN TRADE OF INDIA 


BY 

B. N. Chatterji 

The financing of foreign trade differs in many respects from 
the financing of domestic Trade. In export and import trade, the 
risk is far greater for the buyer and seller due to the fact that the 
parties are often separated by long distances and have to operate 
under divergent laws and customs which tend to make settlement 
of disputes and legal redress in the court on default by one or the 
other party often difficult and costly. Moreover, there is always the 
risk of fluctuations in the rate of exchange between the exporter’s 
national currency and that of the importer. In recent years, the 
difficulties of the foreign trade dealers have been accentuated still 
further by quantitative and global quotas, restrictions on foreign 
exchange dealings, viz- centralisation of foreign exchange dealings, 
blocking of currency, etc. 

Some of the risks referred to above are almost unavoideable. 
The exporter, however, tries to minimise the risks as far as possible 
by insisting on terms and conditions which afford a reasonable 
measure of protection to him. For these reasons, terms of sale in 
foreign trade differ much from those prevailing in domestic trade, 
and specific security tends to take the place of unsecured credit. 

Financing Methods in Foreign Trade 

The methods of financing may be classified as follows: 

(1) Financing by the importer 

(a) Payment with order 

(b) Payment against documents or against merchandise 

(2) Finance by the exporter 

(a) Open credit 

(b) Exporting on consignment account 

(c) Trade bill (for collection) 
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(3) Financing by the exporter’s or importer’s bank 

(a) Acceptance credit 

(b) Documentary credit 

(c) Authority to purchase 

The importer may carry the entire burden of financing. In 
some cases partial or complete remittance must accompany his order. 
Since 1931, American exporters have often insisted on partial 
payment in advance from foreign importers. This system of each 
payment is customary in cases necessitating a large investment of 
capital on the part of the producer or manufacturer of goods to special 
specifications which cannot be disposed of readily if refused by the 
buyer. Again, the importer may be required to pay cash against 
documents. Usually the importer in such cases deposits the sum 
with a bank in the exporter’s country, which pays the exporter 
against surrender of documents. 

The exporter, on the other hand, may undertake the entire 
burden cf financing. He may grant Open Credit to the foreign 
buyer, which consists in debting the buyer in his books without any 
material guarantee. The invoice value is entered in the books as 
due on a certain day. In this connection, a distinction has to be 
made between single invoice items figuring as Open Ledger debts or 
forming part of an Account Current with calculation of interest. 
In the first case, the business connection between the parties is 
limited to single transactions, each individual invoice amount 
being figured as due on a certain day. In the case of Account 
Current relations, however, each individual item loses its inde- 
pendence and marges in the Account. If an Open Credit Account 
is used, the exporter must rely entirely on the honesty and integrity 
of the importer so that such accounts are generally opened only in 
favour of old and reliable customers in foreign markets. This 
method was often used by German exporters. 

The exporter may also export goods to his agents abroad on 
Consignment Account. Here too, the exporter has to assume the 
entire burden of financiog his shipments. Normally banks do not 
finance shipments on consignment or open credit accounts. 

From the exporter’s point of view a far more satisfactory 
method is to draw trade bills on the foreign importer. The docu^ 
ments attached to the bill, viz- invoice, bill of lading, certificate of 
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insurance, and consular certificate, may be released either against 
payment ( D/P ) or against acceptance (D/A). In both cases 
the exporter hands over the bill together with the documents to 
his bank for collection and the bank forwards them with the exp- 
orter’s instructions to its correspondent bank in the importer’s 
country. If the bill is drawn under D/A terms, the documents are 
handed to the foreign importer on acceptance while in the case of 
D/P bills the documents are not surrendered until payment is made 
by the importer. After payment the bank remits the funds to the 
exporter’s bank which in turn credits the exporter’s account with 
the amount of the bill less collection and stamp charges. 

The use of trade bills sometimes makes it necessary for the 
exporter to arrange the financing of the transaction. It he is not 
in immediate need of funds, he simply turns over the bill for collec- 
tion to his bank. If, on the other hand, he is unable to finance the 
transaction himself, he may borrow from his bank on the security of 
the bill or he may, if his credit standing is high, discount the bill 
with his bank which will then supply him with funds. Tne bank 
may also arrange a '‘refinancing acceptance” in respect of D/P 
bills. The exporter offers the bill together with the documents as 
security to the banker and as against the bills he is allowed to draw 
a clean bill on the bank which the latter accepts, After acceptance 
the bill is discounted in the market at a lower rate than the usual 
market rate. On maturity the acceptance is retired with the pro- 
ceeds of the trade bill which the accepting bank will have collected 
in the meantime. 

The financing of foreign trade may also be effected either by 
the importer’s bank or exporter’s bank Generally it is the impo- 
rter’s bank which will be called upon to assume the risk of financ ng. 
The credit which is usually granted for such purposes may be either 
Acceptance Credit or Documentary Credit. 

When an Acceptance Credit is opened in favour of the expor- 
ter, the latter is authorised to draw a draft on the bank issuing the 
credit up to the maximum limit allowed. The draft is D/A and 
must be accompanied by the usual documents. On acceptance by the 
bank, the draft is returned to the exporter, the documents, however, 
being retained by the bank. The acceptance is then discounted in 
the market. In the meantime, the importer provides the accepting 
10 
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bank with funds with which to meet the acceptance on the due 
date. 

From the point of view of the exporter, acceptance credit is 
satisfactory but it is not always possible for the importer to arrange 
this form of credit with his bank. Banks are generally more incli- 
ned to grant Documentary Credit. According to the terms of such 
credit, the bank issuing the credit undertakes either to discount the 
draft drawn by the exporter or to make an advance on the security 
of such draft. The draft is drawn on the importer either under 
D. A. or D. P, terms. In any case, the bank collects the draft and 
where an advance has been made to the exporter there is an adjust- 
ment of account after collection and the balance of the proceeds 
is handed to the exporter. 

Another method of financing foreign trade employed by 
American importers particulary in dealings with Far Eastern coun- 
tries is known as ‘^authority to purchase’’. The importer contracts 
to purchase goods from the foreign exporters and authorises the 
latter to draw bills on him. He gives his bank a letter of guarantee, 
undertaking to accept the bills drawn upon him and honour them 
at maturity. The bank thereupon instructs its foreign branch 
or correspondent to buy the exporter’s bills. This advice to the 
foreign institution is known as the “authority to purchase”. 

Sometimes the exporter finds it necessary to finance his ship- 
ments through his bank. There are many big London Export Houses 
which regularly export goods to their branches and agencies in 
overseas countries. They do not want to draw bills on their own 
branches for the obvious reason that these bills cannot be negotiated 
in the London Discount Market. They accordingly arrange accept- 
ance credit with London Banks whereby the drafts are drawn on 
these banks. After acceptance, the drafts are discounted in the 
market. The accepting banks realise the amount due on the bills 
from the Export Houses, overseas branches and agencies. 

Financing of Foreign Trade of India 

Import Trade Finance, The bulk of the import trade of India 
is financed b : 

(a) 60 days sight D. P. drafts on the Indian importer. About 
9/lOths of the import trade is financed by means of drafts 
for which no credit arragements are either demanded or 
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made with banks. These drafts are handed by the foreign 
exporters to their own banks for collection and are 
subsequently foiwarded to the collec^ing banks’ branches in 
India. The drafts are presented to the drawees for accep- 
tance and thereafter they are held until maturity or 
retirement before time. 

(b) London Banks’ acceptance of “house paper’’. There are 
many big London Export Houses which export goods to 
their branches and offices in India. They usually draw 
the bills on the London offices of the exchange banks or 
London Joint-Stock banks which accept thcs'* drafts and 
reurn them to drawers who in turn discount them in 
the London Money Market. The accepting banks forward 
the documents to their branches in India for collection 
of the proceeds from the branches of the export houses 
in this country. A remittance is later sent to London 
before the maturity of the acceptance. 

A limited amount of trade is also carried on through the medium 
of Documentary Credit which amounts to an authorisation by the 
importer to his banker to make advances to the exporter or in some 
cases to negotiate the drafts on presentation. 

A very small amount of business is also done under banker’s con- 
firmed credit under which drafts are to be drawn by the foreign expor- 
ter on the importer’s bank. Usually this credit is not available to 
Indian importers. Big Indian import houses which have London offi- 
ces do sometimes get the benefit of acceptance credit of the London 
hanks. 

Import bills are generally drawn in sterling at 60 days sight. 
There is also a fair proportion of 3 m/st paper but not many 6 months 
sight bills are drawn. 

Wherever bankers buy or advance against such bills, it is custo-i* 
mary for the drawers to include an interest clause under which the 
bill bears interest at an agreed rate from the date of the drawing of the 
draft upto the approximate date of arrival of the proceeds of the bills 
in London. 

Interest bills are in sterling but they are paid in India in Rupees and 
the rate of exchange may be either the rate for T. T. or D. D. on 
London for that day; while others state ’’Payable at the X Bank’s 
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drawing rate for D. D. on London”. If the bill is paid before matu- 
rity interest is adjusted accordingly. It occasionally happens that the 
drawer himself arranges to pay interest, in which case the London 
Branch of the bank will claim the interest from him in due course on 
hearing from the Indian branch the actual period for which the advance 
was carried. 

Shipping documents attached to the bill may be surrendered 
either on acceptance or payment according to the instructions given by 
the drawers. Bills on Indian importers are generally drawn on D.P. 
terms while those drawn under London Acceptance Credit are on 
D. A. terms. In the case -of D. P. bills the relative documents are 
rcf’ined by the collecting banks until the drafts are retired on payment 
by the importers. In such cases, the banks clear and store the goods 
and rake all necessary steps for the protection of the drawer’s interest 
until such time as the acceptors are ready to taks up the bills. It may 
be easily realised that the importer is greatly handicapped when the 
bill is drawn under D.P. term. He cannot get possession of the goods 
until he retires the bill on full payment. It is true that he is given 
facilities by the bank for selling the goods but as partial delivery 
against partial payment is not usually allowed, he often finds it diffi- 
cult, if not altogether impossible, to sell the entire consignment. In 
recent years, the exchange banks have shown an increasing tendency 
to accomodate the Indian importer by releasing the documents in ex- 
change for trust receipts under the terms of which the importer under- 
takes to make proper arrangements for the storage of goods and hold 
the proceeds of the sale thereof in trust for the banker. After the 
goods are sold, the importer has to hand over the entire proceeds to the 
banker who after deducting the amount due to him, refunds the 
balance to the importer. The banker of course charges interest on the 
trust receipt which is taken as a kind of loan transaction. Indian 
witnesses, whe gave evidence before the Central Banking Enquiry 
Committee, brought a number of complaints of importers to the notice 
of the Committee, one of which was that the exchange banks were 
mainly responsible for the drawing of 'the import bills under D. P. te- 
rms, since they often gave unsatisfactory bank references regarding the 
financial standing and credit risk of Indian importers. It was pointed 
out that the exchange banks discouraged D. A. facilities with a view 
to encourage loan business on trust receipts in order to earn a higher 
rate of interest. The representatives of the exchange banks, however. 
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repudiateJ this suggestion and pointed out that the question of dra* 
wing bills under D. A or D. P. terms was entirely a matter of 
agreement between the loieign exporters and Indian importers. 
Whatever might have been the reasons for this practice in the past, 
there does not exist any justification for its continuance in future. In 
recent years, many Indian houses have come to take a prominent part 
in the import trade of the country and in point of magnitude of opera- 
tions and financial resources, they can easily hold their own against 
big European mercantile houses 

It has been pointed out elsewhere that most of the Indian import 
bills are in sterling. Beioie the World War II, a few rupee bills were 
drawn by German and Japanese export firms but the amount of such 
bills was not large. This practice stands in the way of the develop- 
ment of a bill market in India. So long as import bills are drawn in 
sterling, it is obvious that such bills cannot be discounted or rediscount- 
ed in India. It is, therefore, clear that if a bill market is to be created 
in tins country, it is essential that the import bills should be drawn in 
rupees. Something could be said in favour of the existing practice if the 
impor.t trade of India was financed in the cheapest way with the help of 
the London MsUiey Mirket bu: in reality the Indian importers have to 
pay interest at a rate which is much higher than the open market rate 
of discount in Lc'udon. Formerly the rate was 6 p. c. It has now been 
reduced soonewhat but even then it is much higher than the open 
m*irket rate in London. The creation of a bill market in this country 
will take time and in the meantime the exchange banks, as thcCentral 
Banking Committee pointed out, should cosider the possibility of 
changing their present custom by accepting the bills instead of purcha- 
sing them, in the same way as London house paper is accepted by 
them, and the bills could then be discounted in the London market. 
It may be pointed out here that it is the recognised practice in inter- 
national commerce to draw bills on foreign importers in the currency 
of the importer*s country unless such currency is depreciated or uns- 
table. There is no reason why the Indian importer should continue 
to take the risk of exchange fluctuations in future. When anexchage 
bank holds for collection a draft drawn by a foreign exporter on an 
Indian importer, the latter is required to pay the bank in rupees at 
the bank’s selling rate for demand drafts on that day and he is not 
allowed to pay it by the demand drafts of another exchange bank 
which may be had at cheaper rates except on payment of a commission 
of i p. c. or by his own cheque on his London balances. The 
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exchange banks, however, accept T;Ts. of such banks which are mem- 
bers of the Exchange Bank’s Association. 

The movement of imported goods from the ports to the inland 
distributing centres is generally financed by commission agents, 
shroffs, Indian joint-stock banks and exchange banks. At inland distri- 
Imting centres like Delhi, Cawnpore and Amritsar, the import bills are 
generally D. P. and are paid on or before the due date by the impor- 
ters who very often retire the bills by means of loans granted to them 
by joint-stock and exchange banks against a margin of 20 to 25 p. c. 
of the value of the goods. The importers sell the goods either for 
cash or on 2 to 4 months’ credit to wholesale dealers with interest at 
6 p. c. per annum. The wholesale dealers in turn sell the goods either 
for cash or on credit to retail dealers in .he villages. In the latter 
transactions the commission agents play an important part. 

The import of builion both gold and silver used to be financed 
by exchange banks by payment la L ondon or Ne^v York against ship- 
ping documents. The bulhun dealer on whose account the bullion was 
purchajeJ was required to enter into a contract for the purchase of 
bullion T. T. On aa rrival of the bullion in Bombay, the bank would 
make arrangements for clearing the consignment and storing it in its 
strong room. The dealer was required to take delivery within 7 days 
on payment of the price plus interest from the date of purchase of 
bullion up to the date of payment in Bombay. During the war, the 
import of gold and silver on private account was prohibited and the 
ban on such imports still continues. 

Apart from gold and silver, the imports of several ocher commo- 
dities like drugs and medicines used to be financed by cash payment in 
London or New York against shipping documents. The payment used 
to be made through exchange banks. 

Mechanism of Finance of Indian Export Trade 

Indian export bills are drawn usually at 3 m/st and are chiefly 
documentary though clean bills are not altogether uncommon. 

The credits are not always opend by the exchange banks. Fre- 
quently it is the London banks and Finance Houses which open these 
credits and advise them out to India through exchange banks. The 
documentary credits opened by the exchange banks in India are those 
sent out by the banks’ London offices at the request of the London 
importer and in such cases it is the British importers who accept 
the bills. Where the credit is opened at the instance of the London 
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banks, drafts are sometimes drawn upon and accepted by the banks 
issuing the credit. The bills may be D. A. or D. P. ,the general prac* 
tice being to draw D. A. bills. Bills drawn on banks under acceptance 
credit are invariably drav/n under D. A. terms. 

Drafts drawn under acceptance credits are discounted by exch- 
ange baulks but those drawn under documentary credits are not always 
discounted. As the exchange banks have the option of either dis- 
counting such drafts or making advances agains" them, they very often 
prefer to make advances ti> the exporters up to 60 or 70 p. c. of the 
amount of the bills. In some cases the advance is made only after the 
drafts are accepted by the foreign importer. As has i eeu a -ready pointed 
out, the export bills are usually drawn in sterling and accordingly they 
are collected in London. Such D. A. bills as are discounted by the 
exchange banks in India are generally rediscounted in the London 
Money Morke* after acceptance but the D. P. bills are held in London 
until maturity or until retirement before due date. Under the rules 
of the London Discount Market, the D. P. bills are not eligible for 
rediscount since such bills are generally retired before maturity With 
the consequence that the investment policy of the discounting oanks is 
very often apse'. By rediscounting the D. A. bills, tne exchange banks 
manage to have a regular flow of funds in London which is available 
for financing the export trade of England with this country. During 
the World War I, when the rupee-sterling excha'^ges were unstable, 
the Indian exporters and importers tried to insure themselves against 
exchange risk by entering into forward exchange contracts with the 
exchange banks but after sometime the banks stopped all dealings 
in forward exchange in view of the losses suffered by them. 

The exporter needs finance not merely at the time of the ship- 
ment of goods but also at the time of the purchase of such goods 
from the market. At present the finance obtained by the merchant 
is bv means of a cash credit at a high average rate of interest with an 
added condition in some cases that interest will be charged on half the 
maximum amount of the loan whether fully availed or not. It has 
been suggested that it would be an advantage to the exporter if in 
place of the cash credit system, the system of acceptance credit were 
introduced under which an exporter could arrange with a bank in 
India for acceptance credit in his favour. This would enable the ex- 
porter to draw on the bank for the amount of the acceptance and 
would make it possible for him during the life of these drafts to send 
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the goods forward, draw an export draft on his customer and offer it 
for sale to the banker in liquidation of the rupee acceptance. There 
are, however, some difficulties such as the practical non-existence of 
docun^ents of title viz- warehouse warrants and railway receipts in 
suitable form and liigh stamp duty on bills, which stand in the way of 
a wider use of acceptance credit for financing the inland trade of this 
country. But these difficulties can certainly be overcome and now 
that the war is over the Reserve Bank of India should take early 
s:eps for the introduction of acceptance credit on the lines of the 
dollar acceptance credit in U. S. A. which has proved so helpful in 
the expansion of the export trade of U. S. A. 

As regards export trad^ the movement of produce from the 
village to the mandi is largely financed by money-lenders, indigenous 
bankers and to some extent by cooperative agencies, Imperial bank, 
and joint-stock banks. The exchange banks do not finance the mo- 
vement of produce at this stage but wlien the produce is moved trona 
the mandi to the exporting centre> the exchange banks along with 
the Imperial Bank and joint-stock banks take a direct part in finan- 
cing. The purchases by exporting firms at the mandis are financed by 
shroffs who make payments to the producers. The shroffs reimburse 
themselves by drawing demand Hundis on the export firms and selling 
them to the Imperial Bank and joint-stock banks with their own 
endorsements. 

Financing of Indian Foreign Trade during the Last War 

During the World War II, owing to export and import trade 
control, there was very little foreign trade on private account. The 
exchange banks could not, therefore, take a large part in the financing 
of our foreign trade. With the extension of the war to North Africa, 
Central Russia and Caucasus, there sprang up a large demand for 
Indiani raw material, food stuffs and manufactured products. These 
were purchased by the Suyply Department of the Government of India 
directly from the producers or market and exported by government or 
U, K. C. C to Iran, Iraq, Egypt, East Africa, England and U. S. A. 
The Supply Department gave the sellers liberal financial facilities 
which in some cases were supplemented by advances made by banks. 
These transactions did nor give rise to bills of exchange and as such 
throughout the period of the War, dealings in foreign exchange were 
comparatively few. 

As regards import trade, goods were largely imported on govern- 
ment account from U. S. A. and the Empire countries mainly for 
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meeting war requirements. A vast amount of war material, motor 
trucks, provisions, and stores etc. was imported from U. S. A. under 
Lend-Lease arrangements. For these imports, no payment was de- 
manded or made. A small quantity of consumer goods also was 
imported from U. S. A. These were paid for by the Government of 
India out of the dollar allotment to India from the Empire Dollar 
Pool . The imports from the Empire countries were directly financed 
by the Government of India partly out of the proceeds of our exports 
to those countries and partly out of the sterling balances placed at 
the disposal the GcTvernment of India by the British Government. 
Thus here too the exchange banks did not have a large part in the 
financing of our import trade during the War. 

From a study of Indian foreign trade finance it is clear that the 
exchange banks huve an exclusive monop aly in this business. 
Apart from the fact that these banks which arc non-lndian in domi- 
cile and management have shown* little sympathy with the interests 
and aspirations ot India’s businese men, they earn an enormous amount 
of profit from this business which is remitted to their head offices 
from time to time for the distribution of dividends. Exact figures 
of these profits are of course not available but the amount in- 
volved must bo considerable The remittance of these profits consti- 
tutes an economic drain from this country which at a time when every 
country is alive to its economic and political interests, must not be 
allowed to> continue. It has also been observed by competent authorities 
that the very small percentage of Indian’s share in the foreign trade of 
India is a consequence of the financing of their trade being the mono- 
poly of non-Indian exchange banks. It is only natural that foreign 
banks should try to further the interests of the nationals of their 
countries. Indians must not in their own interest rely tor all time 
on the credit facilities provided by these non-Indian Banks. 

Indian joint-stock binks do not like to take part in foreign 
trade finance which rei^uires a highly specialised knowledge of foreign 
exchange business. Years ago, the Tata Industrial Bank did some 
pioneer work in this field, but its experience was so unhappy that it 
had to give up this business owing to heavy losses. The next attempt 
was made by the late Sir Sorabji PoChkhanawala, the then Managing 
Director of the Central Bank of India, who started an Exchange Bank 
with an office in London, This bank too did not meet with much 
success and was subsequently taken over by the P. S*. O. Banking Cor- 
poration, Under the Imperial Bank Amendment Act of 1934| the 
11 
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Imperial Bank has been permitted to deal in foreign exchange but accor- 
ding to the latest information available it appears that bank has not 
yet taken up this business on a large scale. The only Indian bank 
which is doing exchange business on a fairly large scale is the United 
Commercial Bank, 

The Central Banking Enquiry Committee made a recommenda- 
tion for the establishment of an All-India Exchange B.ink with 
S“ate assistance. So far no action has been taken by the Government 
of India. It may be pointed out here that it would he comparatively 
easy to start a State-aided and State-controlled Exchange Bank, To 
work it successfully, however, would be an altogether different propH>- 
sition. The success of exchange banking depends to a large extent on 
a judicious distribution of funds in India and foreign centres. A State- 
assisted Exchange Bank would, by collecting import bills, be in a posi- 
tion to command fairly large funds in tins country. But to transfer 
the *e funds to foreign centres woukl, in the absence of support and 
cooperation of foreign import hoU'C-i, und >ubreJly present c msiderable 
d f&culties. Ill view of the condirlons brought about by the last world 
war, it would be futile to expect such support from foreign import 
houses. But these difficulties can be overcome. In U. S. A. the 
liquidation of the Edge Law Banks which were formed for the expan- 
sion of American export trade did not discourage the authorities. The 
administration of the late President R<;osevelt embarked on a bolder 
experiment by the creation of the Export and Import Bank of 
Washington, The activities of the Export and Import Bank during 
the last war and the success which attended its efforts for furtherance 
of the export trade of the U. S. A are to.> well-known to need mention. 
What the American Government liave been able to achieve in tliis 
field, should not be bey ond the competence of the Government of 
Free India. 

Even if an Indian Exchange Bank is started in the near future, 
the problems of the exporters aovl importers will not be altogether 
solved. There are many importers of humble financial resources who 
will not be able to get accomm:>dation from the exchange banks. The 
credit requirements of these importers will need special consideration. 
Further, many industrial concerns will have to incur heavy capital 
expen liture in connection with the import of machinery, equipment 
etc. It is not likely that all of them will be able to raise the necessary 
funds within a short period of 2 or 3 months which is the usual cur- 
rency of the bills. It is clear, therefore, that unless these industrial 
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concerns get longer credit than is usually allowed they will not be able 
to modernise their equipn.cnt. Further there exist no facilities for 
instalment finance in ihis country. Even the Indian Exchange Bank, 
if started, will not be able to undertake such heavy commitments 
singlehanded. It is, therefore, worth consideration if an Export and 
Import Credit Scheme on the lines of the Export Credit Scheme in 
force in Great Britain should be introduced in this country. There is 
also another problem which will acquire importance in future. In 
future, India is sure to have increasingly larger trade with the U. S. 
S. R. and Sovietised Poland. These are State-trading countries. Trade 
carried on with them tiirough the ordinary trade agencies can never be 
satisfactory. A special State agency on the lines of the U. K. C. C. 
may have to be set up in this country for carrying on and financing 
trade with State-trading countries. 




VIII 

THE DEVELOPMENT OF MARKETING FINANCE IN 

INDIA 

BY 

D. S. Sastri 

Industrialisation of India on a planned basis is being 
oarefully considered in all its various aspects, afnd in free India the 
pace of industrialisation is bound to be accelerated. The question 
of starting an institution specialising in industrial finance to help 
the development of industries has been engaging the attention of the 
Government. The development of marketing finance, however, does 
not appear to be under consideration side by side, though this aspect 
of finance is equally imp ^rtant. The marketing of agricultural produce 
which is exprted to other countries and the distribution of manu^ 
factured goods imported into India are in the hands mainly of foreign 
firms. As internal marketing of indigenous manufactures and pro- 
duce is carried on in age-long and time-worn methods, the financing 
of such operations is being done on uneconomic ano unscientific lines. 
It is however desirable and necessary that alongside the development 
the industrial finance there should be a simultaneous development of 
of marketing finance too so that agricultural produce as well 
as goods manufactured in the country can be disposed of in the best 
and most economical manner on an uptodate and scientific basis. 
For this purpose an active bill market will be of great help and even 
indispensable and has therefore to be brought into existence at the 
earliest opportunity. 

The development of a bill market is an essential feature of any 
scheme of improvement ol a country’s monetary system. As there 
is at present no practice of selling mercantile transactions by the 
use of bills of exchange it will take several years of preparatory work 
to educate the financial and business community so as to bring into 
existence a real and highly developed bill market. Considerable 
improvement of the credit structure in India can be achieved by 
improving and extending as far and as soon as possible the use of 
trade bills in all mercantile transactions and thereby stimulating the 
use of muddati hundis. No organised attempt has so far been 



86 


D. S. SASTRI 


made to popularise the use of hundis and develop an effective bill 
marker in the country. The prevailing practice amongst industrial 
concerns and wholesalers is to sell manufactured goods on credit 
or on consigment basis and adjust the accounts perioidcally. Huge 
book debts are thereby created locking up working funds and 
retarding the growth of industry and trade. As book debts are not 
usually accepted as security by banks, the working finance of such 
manufacturing concerns and traders gets locked up, thereby increas- 
ing the requirements of running finance; and this acts as a serious 
handicap to industry in a competitive market. If there were in 
existence financial institutions specialising in the discount of hundis 
the buyers of goods can execute hundis in favour of the sellers at 
the time of taking delivery of the goods and the sellers could easily 
obtain cash by discounting such hundis in the bill market. The 
buyers under this arrangement get the required time to dispose off 
the goods and pay the hurid's on due date. This will relieve the 
manufacturer and the trader of the necessity of procuring moneys 
up to the extent they get locked up in book debts and will enable 
thent to utilise their financial resources to maximum advantage. 
With the development of the use of commercial hills and ultimate 
creation of an active bill market, a large portion of finance lying 
stagnant in the shape of book debts in the country will thus be 
freed and brought into circulation and one of the missing links 
in the credit structure of the country will thus be provided. 

Alongside the planning of industrial development, attempts are 
being made to develop the marketing of agricultural produce by in- 
creasing transport facilities on a planned basis. At the time of 
the starting of the Reserve Bank, special pr.ivisions were made for 
financing the conserving and the distribution of agricultural produce, 
but so far banks have not been able to obtain rediscounting facili- 
ties from the Reserve Bank for want of documents of title to goods 
evidencing the proper storage of produce. It will be a fairly long 
time before a Warehousing Act is passed and warehouses actually 
come into existence. There is however no reason why agricul- 
tural paper eligible for rediscounting facilities could not be created 
by indigenous bankers and by small joint' stock banks by obtaining 
muddati hundis with a usance of 6 to 9 months instead of the 
demand promissory notes that are now being obtained. If only the 
methods of business of these money-lending institutions are sound, 
such as would inspire utmost confidence, financial institutions 
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specialising in hundi business could discount such bills. AgricuU 
tiiral paper of this nature could thereby be brought into existence 
and it is possible that the Reserve Bank could ultimately be induced 
to rediscount such paper. A large volume of finance is now being 
furnished by money-leaders and indigenous bankers and if instead 
of its getting stagnated, it is canalised, the conserving of produce 
could be made cheaper and more efficient. This is, however, an 
uphill task but if concerted attempts are made to organise and develop 
this aspect of marketing finance a great step forward for organised 
marketing will have been taken. 

The distribution of agricultural produce can likewise be finan- 
ced on a scientific basis by popularising the use of muddati hundis 
during the period when crops are moved from the market to the 
factory for manufacture or to the seaports for foreign export. 
Normall it takes about three to six months for agricultural produce 
to reach the ultimate coosumer, after undergoing some industrial or 
sem -industrial process or other; and during this period, if market 
finance is properly developed muddati hundis with a usance of 
about one to three months could be brought into existence with 
first class negotiability and thus help the healthy growth and deve- 
lopment of trade in the country. In the same manner, produce 
meant for foreign export requires about a month or two before it 
is actually shipped and during the interim perk)d finance could be 
arranged by p )pularising the use of muddati hundis. 

For any scientific working of the bill market, a clear distinction 
has however to exist between a trade bill and a finance bill. Such 
a distinction does not exist in India now for the reason that there 
is no organised marketing an.i as goods pass through several hands 
before they reach the ultimate consumer, no attempt is made to 
bring into existence genuine trade bills in the process. Marketing 
finance is consequently arranged on the personal credit of each 
dealer. Indigenous bankers are no doubt furnishing the required 
marketing finance by discounting muddati hundis to a limited ext- 
ent but so long as they do not publish their audited balance sheets 
and do not take appropriate steps to standardise and improve their 
business methods, it is unlikely that they will be able to create 
bills available for discount. The hundis that are at present discount- 
ed by Indian joint stock banks are accepted solely on the standing 
and position of the signatories to the bills without any enquiry as to 
whether they represent genuine trade. The banks do not have the 
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time or the inclination to devote attention to the development 
of a bill market in the country as, for them, discounting of bills 
is only one of ever so many other activities. 

Multani shroffs deal in hundis drawn in their favour by 
borrowers with a promise to pay after a definite period of 60 to 90 
days. These hundis represent mere moneylending transactions. 
The shroffs, however, lend only to businessmen and take care to 
see that the bills are promptly paid on maturity. A special technique 
has been developed by these Multanis for over half a century. 
Their bills are discounted by the bigger joint stock banks at bank 
rate. These hundis could be classed as financial bills in a broad 
sense of the term as against genuine trade bills. The difficulty, 
however, is that the banks which discount the hundis have very little 
knowledge of the position and worth of the drawers and have no direct 
touch with them. The Multani shroffs are practically of the same 
category as the indigenous bankers as they do not reveal their exact 
financial position. Banks are, therefore, generally guided more bv 
their ability and standing than by their worth. If, however, an in- 
stitution specialising in discounting of bills were to organise an 
efficient credit investigating agency, it should be possible to effect 
a great improvement in the present unsatisfactory conditions and 
obtain for these hundis a status analogous to that of finance bills 
eligible for rediscount by the Reserve ^ank of India. 

This is an opportune time for the development of a bill market 
in the country as the Government are actively encouraging and 
helping the establishment of a number of industries. Several 
industries have already come into existence and many more are 
coming in at no distant date. These industries require large market- 
ing finance and any institution which will relieve them 
of the burden of the locking up of valuable working capital in the 
form of Biok Debts will find a ready and immediate support, 
particularly as the industries have not reached such a stage of' 
affluence as to command large reserves which could be utilised for 
working capital. 

It hardly needs mention that in a business of the type above 
described, institutions specialising in this type of finance run 
very Ltde risk of incurring Bad Debts. In the first place the bills 
represent genuine trade, the amount of each individual bill would 
be small, the risk widely spread, and finally the period of maturity 
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being always of a fairly short duration not exceeding 90 to 120 days, 
there is no risk of wide fluctuations taking place either in the 
standing and respectability of the individual parties or in trade 
conditions. In addition, institutions of this type have no necessity 
to incur large overheads by way of spacious buildings, service 
charges and other establishment expenses usually associated with 
banking institutions. Institutions of this nature would be in a 
position to create pyrainidial structure of credit thereby increasing 
not only the profit of the concerns but also their utility to the 
mercantile community. They wcmld constitute a definite step 
in advance of and an improvement over the existing Multani 
shroffs or other similar institutions handling this type of bill busi- 
ness and tliey would ultipcately work as handniaids to industry and 
commerce and facilitate the establishment of a real and scientific 
bill market. 

Care must, however, be raken to see that there is no slavish imi- 
tation of similar institutions in other countries. The bill market 
in Iiuha has t > develop on lines essentially suited to indigenous 
conditions as the analogy of the development of such institutions 
in other countries like the United Kingdom or the United States 
of America has only a limited application. For instance, the bill 
market in the Un ted Kingdom is mainly in the hands of Discount 
Houses which have dcvelope 1 and have come into their present 
position of importance over a period of about a century and a half. 
This development is due mainlv to the requirements of London 
as an International Money Market' The lull marker in London is 
of a still longer duration and if at present ;t does not occupy the 
same important position in the financial world as before it is mainly 
because London is not now the same International Money Market 
it used to be before the World War II. In India, we have had so far 
no bill market worth mention and it is inconceivable that India 
will become an international money marker in near future. Deve- 
lopment must therefore be on independent lines in keeping with 
the country’s peculiar conditions and if, in the process of develop- 
ment, institutions largely different from those in existence in the 
United Kingdom have to be brought into existence there should 
be no hesitation in doing so. In the present undeveloped state of 
the bill market, institutions specialising in marketing finance may 
have to undertake certain incidental banking work also so as to 
render a complete service for marketing finance. There are no 
12 
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Acceptance Houses in India nor are the Indian Joint Stock Banks 
accustomed to accept bills on behalf of customers and so, in the 
early- stages, institutions specialising in marketing finance may have to 
enjoy a status similar to scheduled banks so as to infuse confidence 
not only in those who offer bills for discount but in those who 
rediscount the bills of such institutions. The matter requires 
careful consideration and it is time sufficient thought and 
attention is devoted to this aspect of the financial structure of the 
country. 



IX 

BANK FAILURES IN INDIA 

BY 

S. K, Muranjan 

The failure of a bank is a matter of much wider concern and 
-sufFering tlpan the failure of any other joint stock enterprise of com^ 
parable size. A joint stock enterprise involves in its tailure a limited 
number of shareholders in the main. Unlike joint stock enterprises 
of other kinds, a bank is not only a profit-earning investment for its 
share-holders but acts also as a reservoir for the savings of numerous 
customers. In an advanced community, a general banking break- 
down tends to become co-extensive in its consequences with the bulk 
of the pipula.ion. A general banking crisis a*, distinguished from a 
crisis in tiie fortunes of an individual bank has also a deep significance 
for the monetary system ni a country. It is hardly necessary to stress 
the place ot bank deposits in the monetary circulation c>f a modern 
cc^nmunity. Inability of banks to meet their demand obligations 
miisu bring to a stand- still all dealings between creditors and debtors, 
and therefore the whole economic system. 

The causes which bring into difficulties an individual bank or 
banking system are not easily separable or definable in specific cate- 
gories. The importance of each major cause is apt to vary from one 
country to another and from one phase of the banking system to an- 
other. To a country like India, a comaprative or historical study of 
bank failures should be extremely useful as bringing out the strength 
or weaknesses of its banking system and furnishing some general 
guidance to the future. 

Failures of Immaturity 

Banking in every country has passed through a phase of imma- 
turity during which it suffered inevitable disasters. The British bank- 
ing system is quite properly judged as one of the strongest the world 
has seen during the last two hundred years. Yet. the road along 
which it has travelled to its present admired position is strewn with 
not a little wreckage. A phase of immaturity is to a certain extent 
unavoidable since banking-wise public and banking-wise executives 
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are slow to take root and grow. Till legislation or threat of legisla^ 
tion compelleJ banks to adopt better policies and practices about the 
middle of the last century, British banks showed all the usual weak- 
nesses of immaturity. Inadequate capital, loans against share-capital, 
absence of publicity, unqualified managements, predominance of 
private and personal interests — these and other allied defects were not 
a little responsible for the disappearance of scoies and hundreds of 
private banking houses from time to time. England had also to con- 
tend against ancuher difliculty from which the banking systems which 
came later on the sfage were happily free. The joint stock com- 
pany form of banking was still evolving and was still far away from 
its present developed stage. 

Since European enterprises of the 19th century are not to be 
reckoned as a part of the Indian banking system, the immature phase 
of Indian bankma is properly placed in the first decade of the present 
century. The banking crisis of 1911-13 may be regarded as the 
penalty we paid for this immaturity. Yet, it is reasonable to ask the 
question whether this unfortunate experience was unavoidable. The 
bank failures of England adverted to above, which occurred chiefly 
before I860, could be largely explained by the fact that England was 
a pioneer in this as in many other fields. The experience of England 
should have been available to India in avoiding the price which pioneer- 
ing can hardly esc ape. Immaturity need not be an embarrassment 
unless the obvious legislative safeguards are absent. Unfortunately, 
the Government of India was averse to legislate in anticipation and 
even after the crisis, it took as many as twenty years and more to put 
on the stature hook the most elementary legislation on the subject. 
Democracy is notoriously incapable of thinking ahead but the famed 
bureaucracy of India was not in any manner restricted by democratic 
compunctions. 

Failures of Structural Weaknesses 

Certain banking systems have developed certain structural 
peculiarities which on occasions prove n) mean source of weakness 
and diffijulties. The best example of this is the unit banking sys- 
tem of the United Sates of America. The causes which have led to 
this result neibd not detain us here. But there is no doubt that this 
feature of the American banking system is against all inherent tenden- 
cies of banking as such and runs counter to 'the dominant trends in 
all other fields of economic activities. In the recent banking crisis in 
that country, not even all the accretion of powers in the hands of the 
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Federal Reserve Syste.n proved of avail to cope with this funia mental 
weakness of commercial banks. Since vested interests created by 
unit banking do not permit of any drastic reform on this head, the 
remedy has to be sought in still further accretion of powers in the 
Federal Reserve System in the hope that the decentralisation of the 
American banking may be counteracted thereby. 

Fortuaatelyi freedom of branch-banking has created a strong 
tandency to concentration of banking resources in India. The Im- 
perial Bank of India, the dozen and a half Exchange Banks and the 
seven or eight bigger Indian joint stock banks hold the greater part 
of the banking resources. The degree of concentration is not perhaps 
comparable with England or pre-war Germany. To the extent to 
which smaller banks running into a few hundreds still continue to 
exist, it might appear that an element of weakness is still present. 
There are however several important reasons why for many years to 
come, these hanks cannot be dispensed with. The size of the coun- 
try itself makes it difficult for the bigger banks to develop immediately 
that high degree of adaptability which <'an enable them to meet the 
special requirements of diverse localities. In the initial stages at least, 
local banks alone are well ciualified to cultivate these areas; u^dt banks 
have perhaps a legitimate palce in countries of the vastness of India 
and the United States. Again, in no country in the world have joint 
stock banks found it feasible to meet the financial needs of certain 
classes of borrowers. Cottage industries, medium size farmers, pro- 
fessional classes, contractors, building traders, etc. may be cited as 
examples. Smaller banks might prove the salvation of such classes 
of producers. 

One important stimulus to the growth of Indian banking in the 
present century has been the belief that industrialisation is likely to 
be speeded up if banks are started with industrial finance as an impor- 
tant part of their mission. In the earlier years in particular, banks 
with this objective were to be found in different parts of the coun- 
try. But sizeable ventures of this kind were very few and their lack 
of success seems to have curbed the earlier enthusiasm. It appears 
that industrial banks or, to put it more accurately, mixed banking 
achieved a good deal of success in the last century in several coun^ 
tries but with the advent of the present century, the type has gradu- 
ally fallen into the background. Mixed banking is perhaps an inter- 
mediate phase and when a country is sufficiently industrialised and 
habit of direct investment has taken firm roott there is a tendency 
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for banks to withdraw from these risks. In any case, mixed banking 
is not sufficiently important in this country to he regarded as a possible 
source of weakness to the banking system. 

In more recent years, there is observable another tendency the 
implications of w hich cannot but be a matter of serious concern to 
all friends of Indian banking. It appears that each group of indus- 
tries arrayed round some enterprising personality considers 
it necessary or specially advantageous to have at its disposal or 
command a bank dominated by the same influences. The causes 
of this development are not easy to state precisely. It is possible 
that the mere wartime restrictions on investment suggested banks 
as the only possible line fi^r the promoter and the entrepreneur. 
It is also probable that the very paucity of oligarchic character of 
business enterprise in this as in other countries makes it inevitable 
that a few persons should directly or indirectly obtain sway over 
all the major industrial or financial concerns of the country. 
Perhaps the mo^t probable cause is the desire to release themselves 
from the independent check of institutions which by the very law 
of their existence must sit in judgment on each application for 
credit. Even in c>rdinary circumstances, it is not easy to exclude 
the influences of trade and industry from tl'.e manage nent of banks 
and a good deal of interlocking of interests has to be tolerated as a 
matter of practice. It may be well cl nibted nevertheless whether 
the extent to which identification of banks with particular group 
of business and in Uistnal interests has proceeded in recent years 
bodes well for the future of our banking system. As a matter of 
fact, ecomimic ^)rccs generated by the war have brought about a 
cc^ncentration of m''ne\ and economic power which is likely to 
prove a grave menace tc^ the stability and progress c^f our political 
and sc^cial siruc-ure. 

Imprudent investment or funds as a cause of embarrassment to 
individual banks does not require any soecial analysis. It is not how- 
ever fully realised that banking systems themselves are sometimes 
prone to investment trends which prove their doom in certain cir- 
cumstances. This IS likely to be more tr^ie of countries which have not 
reached their full development and in which the momentum pf pro- 
gress is rather high. It is less likely in a country like England which 
has passed the prime of economic progress and in which conditions 
tend to stability. Banks like other economic enterprises have to adapt 
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themselves to changes in economic structure or forego profits. It 
sometimes happens that the rise of special institutions deprives 
them of their accustomed outlets for investments. Sometimes, as 
in the United States during 1920^30, banking funds cease to flow 
through accustomed channels and reach trade and industry through 
new but indirect channels. Many a time, in the absence or decline 
of accepted forms of investment, banks have to cultivate loans 
which in other circumstances would be recorded as falling short 
of orthodox banking standards. The whole history of banking 
practice is a story of how standards of soundness and orthodoxy 
have changed with economic evolution. Many a time, such 
changes in investment of funds are reinforced by subtle changes in the 
character of bank liabilities. Each individual bank intent on its 
own profits is rarely in a position to appreciate the existence of 
general trends which are affecting the behaviour and fortunes of 
all members of a svstem. It is then the duty of an institution like 
a central bank specially charged with the supervision of all banks 
to keep a close vigilance on these trends and to interpret accurately 
the causes and meaning of what is happening. There is good cause 
to believe that the Federal Reserve System gravely misunder-* 
stood or underestimated the factors at work between 1921-29 
and the Federal legislation on certain subjects was misinformed and 
misdirected. Popular prejudices and agitation confounded and 
darkened counsels still further. The result was a banking disaster 
for which there is hardly a precedent in the history of the whole world. 

The weaknesses of Indian banking in the field of investment 
of funds are well-known. Liquid investments such as a wide and 
dependable money market offers are not available. The dependence 
on government securities has its limit in the circumscribed stock 
and security markets of the country. In the absence of a high 
degree of industrialisation, the scope for loans and advances is 
always narrow and it is difficult to predict what the postwar trend 
in this, the most lucrative asset of banks, is likely to be. The in- 
flation of the war has introduced a fundamental change in the 
character of the liabilities but it may well happen that the reversal 
of the tendency may create problems of its own. 

Failures of Monetary or Economic Upheavals 

The world banking crisis of the thirties brought into light 
another powerful cause of banking difficulties against which even 
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the stronp;est banking systems fecund it hard to sustain themselves. 
True, the difficulties were aggravated in each country by the special 
weaknesses of its banking system. In Austria, it was a struggle 
against the uneconomic and impracticable arrangements of the 
Treaty of Versailles. In Germany, the unwieldy size of hanks 
and inadequacy t>f technical supervision aggravated the difficulties 
caused by the withdrawal of foreign funds wliich had enabled the 
rehabilitation of German trade and industry almost destroyed by 
hyperinfleation. In Switzerland, the imprudent policy of banks to 
grow bigger and bigger brought its penalty when the era of prosperity 
was suddenly reversed. In the United vStates, the ground for the 
collapse was prepared by indiscriminate participation in the great 
land and building boom and to a limited extent, by generous loans 
to the Wall Srreer. Bir ir is very doubtful wliether any of these 
weaknesses would have come r'» a head and precipitated a disaster 
hut for the operation of a worldwide deflationary movement which 
caused a general find rapid fall of values everywhere, k w^as 
proved in this crisis that str Mig an 1 conrent'-ated hanking systems 
are no mi^re invulnerable against causes of this cltaracter than 
undeveloped and diffuse hanking systems. 


It is a surprising and encouraging fact that like the British 
banking system, the Indian hanking system passed through this world- 
wide crisis quiie unscathed. It is possible that several reasons 
converged to diis happy ouiCv)me. It will he recalled that the main 
pressure of the crisis wa-. C'v,, cent rated on agricub ural prices while 
industrial value^^ wjrc on tiie whv)Ic better sustained. As is well- 
known Indian h.nh' arc not much involved in the finance of 
agriculture except for ‘‘casonal purposes and the high protection 
accorded to the major Indian industries must have contributed 
materially to the strength of industrial values. Besides, the main 
line of defence of Indian banks after cash consists of government 
securities which appreciated enormously with the rapid fall of 
interest rates after the 1930-31 crisis. One or two banks operating 
in the rural areas appeared to he adve. sely affected by the undoubted 
impoverishment of the country-side but the high proportion of 
fixed deposits seems to have enabled them to maintain their existence’ 
till the inflation of the Second World War came to their rescue in a 
most unexpected manner. 



BANK FAILURES IN INDIA 


97 


Banking Failures & Central Banks 

It is fortunate that a central bank for India was launched into 
existence a few years prior to World War II. No occasion has as yet 
arisen to demonstrate in any notable manner its effectiveness or 
utility. But as the problems of postwar resettlement haveenterdon their 
acute phase, the centralisation of reserves, more elastic supply of 
paper, and deposit cunency, facilities for replenishment of cash, a 
proper vigilance over and assessment of banking and economic 
trends, periodic inspections etc. have began to appear as sources of new 
strength to the whole system. Central banking leadership is only 
partly a matter of laws but very largely a matter of traditions of skil- 
ful management and well-justified confidence. It is to be hoped that 
this leadership will not be lacking in the difficult times ahead. 

Conclusion 

In the foregoing analysis, we have indicated three main causes 
of banking difficulties — immaturity of banking, structural weaknesses, 
monetary influence like deflation, etc. Legislation is likely to prove 
useful during the phase of immaturity but may prove superfluous 
and even dangerous if carried too far in the case of a system which 
has reached an advanced stage of development. Except where 
constitutional or political obstacles are at work, structural weaknesses 
are very largely the outcome of banking policies which require 
constant examination and watchfuless on a very high plane. Mone- 
tary influences are becoming more and more matters of inter- 
national policy and economics and efforts to insulate domestic 
economies from their operation have merely led the world to the 
brink of self-destruction. In the not too distant future, banking may 
have to cope with an altogether different force — the expanding 
effort of governments to bring the economic system more and more 
under public control. In any such goal, the control of banking must 
figure very prominently and the way in which each banking 
system responds to this new demand will prove the supreme test of 
its adaptability. 




X 

BANKING AND CURRENCY STATISTICS IN INDIA 

BY 

D. V. Rajalakshman 

Statistical material about various aspects of economic life is 
mainly a bye-product of administrative activities in every country. 
Though the accumulation of such information commenced even 
long before it was known that ‘all extensive bodies of data are 
liable to contain information on points which were not in view 
when they were collected’, with the development of the theory of 
statistics and the gradual realisation of its ‘ability to offer assistance 
in the solution of the diverse problems of national life’, increased 
care was exercised in the collection and presentation of statistical 
information which, hitherto, was cabined by administrative needs. 
The expansion of international trade and commerce and the increased 
2eal not only to ‘give quantitative expression to human affairs 
but also to plan and predict them* emphasized the need for statistical 
studies. But it was found that the available material fell short of 
statistical requirements. Committees have been appointed from 
time to time in different countries to go into the question aad to 
study various problems connected with the collection and organi- 
zation of statistical data. In spite of the rapid progress made during 
this century in improving statistical material on scientific lines, 
the statistical publications in many countries have never been able 
to fully satisfy the requirements. Dr. Bowley pointed out the 
unsuitability of the published material even in Great Britain, where 
there has heen a high degree of statistical realisation by summaris- 
ing the: foot-notes of official publications.^ The recent memo- 
randum on official statistics^ also stressed the inadequacy of the 
existing statistical organization in the United Kingdom and the 
position in other countries is not in any way diflFerent from that 
of Great Britain. Investigations either for verifying the accuracy 
of the available material or for filling in the lacunae to satisfy 
statistical needs have become a common feature of every country 
in recent years. 

1 See the Presidential Address at the first session of the Indian Statistical 
Conference by Prof. K. A. Fisher. 

^ Prepared by a committee constituted by the Royal Statistical Society (1943). 
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Statistical awakening in India is of recent origin and, as a 
result, collection of proper statistics has not been done for a long 
time. The vast expanse of the country with her meagre communi- 
cations and the unorganised state of industry and trade also hindered 
the collection of accurate data and the available statistical infor- 
mation was mainly an exudation of administrative activities. The 
paucity of statistical material and the inaccuracy of the existing 
information has been repeatedly pointed out and emphasis laid on 
the need for a thorough over-hauling of the prevailing system of 
collection and presentati an of data by every committee and com- 
mission*"* appointed to study any economic problem in this country. 
The Ind’an Economic Enquiry Committee (1925) remarked that 
the observations of Mr, G H. Knibbs that ‘to a large extent 
existing statistics are a side product of various government or other 
departments produced mainly as a s >rt of public advertisement 
of their activity or for departmental use, each acting on its own 
initative, the whole unco-ordinated and often without appropriate 
technical direction* apply mutatis mutandis to the conditions of India. 
More than a decade later Bowley and Robertson commenting on 
statistical information in the Scheme for an Economic Census of 
India (1934) remarked that ‘though in some branches careful work 
is being done and determined efforts made to improve the accuracy 
aifd scope of information, in others they are unnecessarily diffuse, 
gravely inexact, incomplete or misleading; while in many important 
fields general information is almost completely absent*. Information 
usually has not been available for many a crucial problem that 
needs statistics to present a directive and throw light to evolve a 
solution and even if available has been invariably inaccurate and 
defective. Statistics qua statistics never received proper attention 
either from the Government or from the people and as a consequence 
IiiQian Official Statistics ‘have always been marked by a series of 
compromises not only between what is ideally desirable and 
what is actually obtainable but also between statistical needs and 
administrative purposes*. 

But for the slip-shod statistics published by the various 
departments of the government to suit their administrative needs, 
no systematic attempt was made in India till 1871 to compile 

^ Reference can be made to ihe comments on the available statistical 
material in the Reports of the Banking Enquiry Committees (Central 
and Provincial), Royal Commission on Labour, Royal Commission 
on Agriculture and other similar reports- 
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statistical information on scientific lines* AJt hough the post of 
the Director General of Statistics was created in this year, attempts 
to seive out statistical material and issue con^'olidated publications 
were made only in the early part of this century. The Director 
General was first allowed to review the reports issued by the various 
departments. The publication of statistics under the general 
guidance and control of the departments concerned was entrusted 
to him only after the organization of the Statistical Bureau in 1895. 
Later it was merged into the office of the Director General of 
Commercial Intelligence and Statistics established in 1905 and 
separate publications containing statistical information commenced 
only with the creation of this department. To enable the depart^ 
ment to function efficiently commercial intelligence and statistics 
were bifurcated and a separate department of statistics was created 
in 1914. But this was only ephemeral and as a measure of retren- 
chment they were again amalgamated in December 1914. The 
same arrangement continued except that in 1933 a Statistical 
Research Bureau was established at the head-quarters of the 
Government of India for the analysis and interpretation of economic 
and statistical material and for conducting ad hoc statistical 
surveys. This branch which was later separated, has since 1938 
been functioning under the supervision of the Economic Adviser 
to the Government of India. The Director General was assisted 
by two Deputy Directors, one for Commercial Intelligence and 
the other for Statistics, but these posts have been occupied recently 
by two directors, one designated as the Director of Commercial 
Intelligence and the other as the Director of Statistics. This 
separate organisation set up to collect and publish statistical in- 
formation sustained various vicissitudes of neglect and retrenchment 
since it was considered for a long time as superfluous and not as an 
es^sential requisite for the development of national economy. This 
department at present confines itself to the collection and dissem- 
ination of information about trade for the use of Indian firms 
l^esides the compilation of all-India Statistics. During the last 
two decades definite progress has been made not only in improving 
the statistical publications of the Department of Commercial 
Intelligence and Statistics, but also in expanding the statistical 
set-up of various departments at the Centre and in the Provinces. 
Still the published material is inadequate and in some branches 
inaccurate. The factual material is not properly mobilised to suit 
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statistical requirements and the publications are usually delayed 
in such a way that the current importance of the material is often 
lost, making it out of date by the time it is available. 

Statistical material abjut banking and currency in India 
stands unique not only in respect of the mass of information but 
also in its mobilization and publication. The establishment of the 
Reserve Bamk of India is as much a landmark in the history of 
the progress of banking and currency statistics as it is in the 
financial history of the country. The fusion . of currency and 
credit brought about by the creation of this apex bank in 1935 
enabled the filling up of several deficiencies which existed in the 
banking and currency statistics- The Reserve Bank ‘acting as an 
agency for the collection and dissemination of financial information 
and statistics’ gave an impetus to the improvement of statistical 
information. Remarkable progress has been made during the 
last ten years in the collection and immediate publication of 
statistical information which eschews most of the defects in the 
available data on different aspects of economic life. In studying 
the development of the banking and currency statisfcs a clear 
distinction has to he made between the pre-Reserve Bank period 
and the later period as there is not only a tangible increase in 
the available material but also a co-ordination among the publica- 
tions which was totally lacking before. The Reserve Bank besides 
expanding the scope of previous publications also commenced 
issuing new reports to provide adequate material about different 
aspects of monetary conditions in the country. 

Currency and credit functioned independently, the one under 
the compiete control of the Government and the other as a private 
enterprise without any effective supervision till the formation of 
the Reserve Bank, Consequently statistical information about 
banking and monetary problems were collected, compiled and 
published separately without proper co-iprdination. The importance 
of currency brought in its wake long ago the necessity of collecting 
statistical data regarding monetary problems, although the opera- 
tions of the credit system and the compilation of banking statistics 
had been comparatively of recent origin. Th'^ snail-pace develop,, 
ment of trade and the lack of integration of internal markets kept 
credit only in the background. As a result the expansion of the 
credit structure and the development of banking institutions run 
on modern lines has hardly been a century old in this country. 
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“The publication of statistical information about currency matters 
never came witliin tlie compass of the Department of Commercial 
Intelligence and the materia 1 was mainly embodied in the annual 
report of the Controller of Currency till its publication was taken 
over by the Reserve Bank. Statistics of banks u’tre collected by 
the Department of Commercial Intelligence and the available 
information was published annually in the Statistical Table 
relating to Banks in India. These were the two annuil publications 
containing exclusively information on currency and banking 
problems before the creation of the Reserve Bank and a large portion 
of the available material was included in them. The Reserve 
Bank not only expanded the scope of these volumes but started 
fresh weekly, monthly, and annual publications with a view to 
providing comprehensive details about the currency and credit 
operations in the country. Besides these, some of the publications 
of the Department of Commercial Intelligence and other official 
reports contain information on banking and currency problems. A list 
of the important official publications giving statistical information 
is included in Appendix I. 

Till 1914 the annual report containing a review of the monetary 
^situation with some statistical statements relating to the fiscal year 
was issued by the Comptroller and Auditor-General under the 
title ‘The Report on the Operations of the Currency Department; 
the Movement of Funds and on Resource Op^^rations of the Govern- 
ment of India*. The control of currency and resource arrange- 
ments, public debt and other ancilliary matters which belonged 'to 
this rep:)rt were made over to the newdy^created Controller of 
Currency in 1914, while the corresponding work in the provinces 
continued to be performed by the Accountant Generals under the 
supervision of the Controller. The first issue published by him w'as 
for the year ending March, 1914, and this report was issued annually 
till 1919 along with the separate provincial currency reports. It 
was soon realised that important currency questions in their relation 
to India’s trade cannot be adequately discussed as provincial 
matters and since the essential provincial statistics were incor. 
porated in this volume, with a view to avoiding repetition, it 
was decided to suspend provincial reports and incluJi in this 
publication any local details which were of special interest. The 
first issue of this series was published for the year 1920-21 and 
later the title was shortened as the “Report of the Controller of 
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Currency.” Till the creation of the Reserve Bank this annual 
publication which was issued at the end of each financial year 
contained two distinct parts, the one having a general review of 
the monetary situation and foreign trade, and the other 
consisting of statements giving relevant statistical information. 
Although alterations were made from time to time in the sub-heads 
under which the review is made and in the material included in the 
tables, to suit the needs of expanding trade and commerce and cf 
various currency problems that presented themselves, this publica- 
tion retained the same form throughout. The last report issued by 
the Controller was for 1934^35, the year prior to the organisation 
of the Reserve Bank. The introduction of this volume dealt with 
the general features and Indian Government Finances, and the 
first part ernbodiet a review for the year in eight sub-heads, namely, 
foreign trade, bullion, exchange and remittances to the Secretary 
of State, the government balances and reserves, money conditions 
in India, public debt, demand for the various forms of currency, 
the note circulation and miscellaneous matters connected with 
currency notes and coinage, besides forty-one statements on trade 
and monetary conditions in the later half of the publication. 

Consequent on the transfer of the control of currency to the 
Reserve Bank, this publication was suspended as it was considered 
unnecessary in view of the fact that the Bank commenced issuing 
‘an annual report and a monthly and annual statistical summary.* 
As these publications, based on the calend-ar year, varied widely in 
form from the Report of the Controller of Currency, it was decided 
later to revive this annual publication with a view to retaining 
statistical continuity. The Reserve Bank published the first report 
in 1937 giving a review of the two financial years, 1935-36 and 
1936-37, under the title “Report on Currency and Finance.” This 
volume w.as based on the previous currency reports, with a brief 
commentary on the statistics included and on other minor altera- 
tions as were entailed by the changes in the cicumstances brought 
about by the creation of the Reserve Bank. This report comprises 
of a review of trade and various monetary problems under different 
sub-heads besides giving thirty-six statements in the later part ©f 
the volume. Although it was designed to publish this review 
annually soon after the close of, each financial year, only a few 
reports were issued without delay (till the report for the year 1941-42), 
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and due to the extraordinary conditions of paper scarcity and other 
difficulties during war time, considerable delay was evinced later 
in publishing this volume. 

Minor changes have been embodied with a view to widening 
the scope of this publication and at present this report contains 
comprehensive information about monetary conditions in the country. 
In the first part a review under the various sections of trade, bullion, 
exchange and remittance, exchange control, public finance, Gov^ 
eminent balances and reserves, public debt, currency, miscellaneous 
matters connected with coinage and currency, and money and banking 
is given besides a note on the general features of the year. The 
second part consists of statements showing the relevant statistics 
about the various aspects reviewed in the first section. The tables 
contain details about index numbers of wholesale (including those 
of primary commodities) and cost of living, balance of trade in 
merchandise, highest, lowest and average prices of gold in London 
and Bombay, average quantity and value of gold coin and of imports 
and exports of silver (private and Government), prices of silver in 
London, New York and Bombay, exchange-rates of telegraphic 
transfers, purchases of sterling by the Reserve Bank, provincial 
government budgets and their consolidated debt position, subven^ 
tions and other payments made by the Centre to the provinces, 
central and provincial governments' balances in India with the 
Reserve Bank and at government treasuries. Government of India 
three months' treasury bills, sales of provincial Government treasury 
bills, Government of India ways and means advances and treasury 
bill transactions, public debt (rupee and sterling debt), prices of 
representative securities of the Government of India, post-office 
cash ce’-tificates and savings bank, note circulation, absorption of 
small coins, seasonal absorption, annual absorption of currency, 
(monthly figures for the current year are shown separately), circula- 
tion of notes by denominations, whole rupees coined and issued from 
mints, Indian money-rates, issue and banking departments of the 
Reserve Bank, notes in circulation, scheduled banks' consolidated 
position, clearing house statistics (number and amount of cheques 
cleared in each circle), remittances through the Reserve Bank, 
Imperial Bank and treasury agencies and encashment of foreign 
circle notes. 

14 



106 


D. V. RAJALAKSHMAN 


A detailed study of the review and statements included in 
this report, reveals the vast amount of statistical information 
available about various aspects of currency problems in India. 
Although the scope of this publication has been enlarged and 
more statistical material has been included after the Reserve Bank 
undertook its publication, ever since the issiae of the report by 
the Controller of Currency, it contained a bulk of statistical 
information. The form of the report has been retained throughout 
and no undue delay has been made in its publication. Immediate 
cognisance of fresh problems arising now and then has been 
taken by the authorities having control over currency and the 
necessary alterations have been incorporated in this publication to 
suit those requirements. 

Though the statistics of currency are almost complete and 
available from a long time, statistical material about banking 
institutions is inadequate, and even the existing information is 
available only for ,a few years. Considerable progress has been 
made in the collection of statistics regarding banks after the creation 
of the Reserve Bank, but much remains yet to be done for presenting 
a clear picture of the credit structure of the country. Although 
currency was under the complete control of the government before 
the establishment of the Reserve Bank, there was very little 
supervision over credit and banking institutions which were not 
bound to provide full information about their business and the 
few details given by them were merely optional, not obligatory. 
Consequently the development of currency and credit statistics was 
totally lopsided; there was adequate statistical information about 
currency, whereas statistics ot banks were meagre. 

The collection and publication of the available banking 
statistics was entrusted to the Director-General of Commercial 
Intelligence and the first volume was issued in 1916 furnishing 
details for the calendar year 1913 under the title ‘Statistical Table? 
relating to Banks in India.’ Till 1938 the compilation of this 
annual report with the statistics of banks for the calendar 
year was done by the Director-General and the publication was 
later continued by the Reserve Bank of India. The object of this 
publication has been to show the available statistics relating to 
banks in detail and in a summary form. This volume was divided 
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into two sections showing summary tables and general tables besides 
a short introductory memorandum. .All the information availaj^le 
about the three Presidency Banks, the exchange banks and the 
Indian joint-stock banks, classified according to those which had 
a paid-up capital and reserve of five lakhs and over and those 
having between one to five lakhs, and details of bank failures were 
incorporated in this volume. While the first two issues of the 
publication contained only such banking statistics, subsequent 
reports for the years 1916, 1917 and 1918 had a large number of 
tables dealing with monetary conditions. These tables were excluded 
from 1919 thus confining the report only to banking and clearing 
house statistics and the introductory memorandum was replaced 
by a preparatory note. This note contained an explanation of the 
tables included in the volume and the Report of the Controller of 
Currency was referred for an account of monetary conditions. 
Consequent on the amalgamation of the Presidency Banks, ^ the 
summary tables showing the position of the three presidency banks 
were replaced by that of the Imperial Bank and an additional 
statement providing details about the position of the Imperial Bank 
was included in the general tables from 1921 (published in 1923). 
Subsequently two tables in the first section of the publication 
showing the position of the exchange banks grouped according to 
the extent of business in India and that of joint-stock banks 
according to the amount of capital, were deleted and in their place 
two tables one in each part of the reix>rt showing the position of 
the co-operative banks at the end of the provincial co-operative 
year were included. Statistics given in these statements related to 
all provincial and central co-operative banks and registered non-- 
agricultural (urban) cooperative credit societies with limited 
liability and with a capital and reserve amounting to at least one 
lakh of rupees. These banks were also divided like the joint-stock 
banks as those with capital and reserve of five lakhs and over and those 
with a capital ranging between one and five lakhs. This publication 
containing six tables in the first part and ten in the second together 
with two appendices giving details of the banks and their branches 
and agencies in India, London offices, agents or correspondents 
doing business in India, was issued annually till the formation of 
the Reserve Bank. Consequent on the creation of this apex bank, 
a number of alterations were made in the report for the year 

i The Imperial Bank was foiined on 27th January, 1921. 
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1935 (published in 1938). An additional statement showing the 
affairs of the Reserve Bank was included in the summary tables. 
The statements giving the position of the three presidency banks 
and the Imperial Bank were deleted from the second part of the 
report and the table showing the average bank rate of the Imperial 
Bank was shifted to the first section. The report thus contained 
thirteen tables, eight in the first part and five in the second, with 
two appendices. This arrangement continued till 1938 (published 
in 1941) with the summary tables having statistical information 
about the position of the Reserve Bank, the Imperial Bank, the 
Exchange Banks, Indian joint-stock banks and the proportion of 
cash to liabilities on deposits of the several class of banks together 
with information about the position of cooperative banks and 
details about bank rate. In addition to these general tables 
pertaining to bank failures, amount of cheques cleared from the 
Clearing Houses, available information about the position of 
exchange banks, joint-stock banks and the Indian cooperative banks 
were also given in the second part of the report. 

The publication of this volume was transferred to the Reserve 
Bank as it was felt that this institution, being the central banking 
authority of the country, was the proper agency to issue the report. 
As most of the information contained in the publication was being 
collected by the Reserve Bank in the course of its business, this 
would avoid a considerable amount of duplication ot work. The 
Reserve Bank issued the first publication in 1941 containing 
information for the two calendar years 1939 and 1940 under the 
title “Statistical Tables relating to Banks in India and Burma. “ 
Although care was taken “to see that statistical continuity is 
maintained as far as possible with the previous publications of the 
Director-General of Commercial Intelligence.” A number of 
changes were made for meeting the many existing deficiencies and 
for incorporating the available statistical material secured by the 
Reserve Bank by virtue of its control over the banking institutions. 
Certain tables were recast and amplified to furnish greater details 
of the position of the several classes of banks. Since the inaugura- 
tion of the Reserve Bank, banking institutions have come to be 
divided into two main classes, namely, scheduled banks,® those 
institutions included.in the Second Schedule to the Reserve Bank 

^ The conditions which a bank must fulfill to be classed as a scheduled bank 
are laid down in Section 12 (B) of the Reserve Bank Act. 
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Act, and the non-scheduled banks comprising those that have not 
been so included. According to the provisions of the Act, the 
Reserve Bank exercises a control over the scheduled banks and 
secures full details about their business. As these banks have 
capital and reserves amounting to over 5 lakhs and have been 
occupying in recent years a predominent position in Indian banking, 
information about them has been shown separately in the general 
tables giving the details of balance-sheets. Although the statutory 
control of the Reserve Bank has been confined to scheduled banks, 
the bank keeps in touch with the non-scheduled banks and collects 
information regarding their business. The Indian Companies Act 
was amended in February, 1938, following the request of the Reserve 
Bank, so that a copy of the statutory returns furnished by the 
various banking companies to the Registrars of Joint-Stock Com- 
panies could he secured by the hank for information.® Conse»iuently 
the Reserve Bank is in a position to provide statistics of all the 
banking institutions in the country. Statistics in respect of smaller 
banks having a paid-up capital and reserve of less than one lakh 
have been collected for the first time and included in the annual 
publication in order to make the Indian banking statistics as com- 
plete as possible. 

Besides bringing up-to-date the details regarding banks 
and their branches published in the Appendix, three fresh 
appendices have been added, the first of them giving the names of 
members and sub-members of clearing houses. Since 1st October, 
1940, the Reserve Bank has introduced a new scheme of remittance 
facilities which has been extended to approved non-scheduled banks 
and indigenous banks. The two appendices at the end of the 
publication give a list of non-schedulcd banks and indigenous bankers 
approved for concession rates of remittance and the rates charged 
thereunder. The second issue of the report published in 1942 
containing figures relating to the calender year 1941 includes the 
same details except for a few alterations. More details about 
banking companies which went into liquidation were included 
besides the details of the branches of cooperative banks 

® The Reserve Bahk receives a copy each of the cash reserve returns and 

balance-sheets filed by banking companies under section 277 (4) and 

1.S4 of the Indian Companies Act. 
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in the first appendix. Consequent on the paper scarcity and other 
difficulties of publication felt during war-time the report was 
suspended but was again renewed in 1944. The report published 
in that year covered the two calendar years 1942 and 1943. 

Inordinate delay in publication of the statistical tables was 
one of the important criticisms levelled by the Central Banking 
Enquiry Committee.’ Till the publication of this report was taken 
over by the Reserve Bank there was at least an year’s delay. But 
the Reserve Bank was able to rectify this defect by issuing promptly 
the first volume in 1941 and the second in 1942, soon after the 
end of the calendar years to which the statistics refer. The later 
delay was mainly an outcome of the extraordinary circumstances 
prevailing during war-time and, with the termination of the war, 
it has again been possible for the timely publication of this report at 
the end of each year. 

The first part of the report giving summary tables includes 
information about the issue and banking departments of the Reserve 
Bank, consolidated position of the Imperial Bank of India, exchange 
banks divided according to those doing a considerable portion 
of their business in India and those which arc merely agencies of 
large banking corporations doing a major portion of their business 
abroad, principal Indian joint-stock banks (classified according to 
paid-up capital and reserve; those having five lakhs and over, 
between one and five lakhs, between Rs. 50,000 and une iakh, and 
below Rs. 50,000) and the Indian cooperative banks having capital 
and reserves of over 5 lakhs and those having between one and five 
lakhs together with a table showing the comparative position of 
the several classes of banks as regards their paid-up capital and 
reserves, cash balances, investments and loans, and advances in 
relation to their deposits. Details are also given about the demand 
and time liabilities, advances and bills discounted by scheduled 
banks, demand and time liabilities and cash balances of non- 
scheduled banks and the average bank rate of the Imperial Bank, the 
Reserve Bank, the Federal Reserve Bank of New York and the Bank 
of England. The general tables included in the second sectiom 
incorporate details about liabilities and assets as published in the 
balance-sheets of exchange banks, Indian joint-stock banks 

’ Report of the Indian Central Banking Enquiry Committee (I9;n), Volume 

I, Part I (Majority Report) p. 4.H1. 
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classified as scheduled banks, non-scheduled banks having paid-up 
capital and reserves of 5 lakhs and over, and those having paid-up 
capital and reserves between 1 and 5 lakhs and between Rs. 50,000 
and 1 lakh. Information is also given about the capital, reserves, 
deposits, loans and cash bilances of the Indian co-operative banks 
during the past 3 years classified according to those having a paid-up 
capital and reserves of over 5 lakhs and those having between 1 and 
5 lakhs besides including a statement showing details of liquidation 
of Indian joinustock banks. The total amount of cheques 
cleared through clearing houses are also included in this section 
of the report. The publication also contains appendices giving 
information about the hanks and their branches, sub-offices 
and pay offices in India, London offices, agents or correspondents 
of certain banks and firms, list of members of clearing houses, 
list of approved non-scheduled banks and indigenous bankers eligible 
for concession rates of remittances and the rate of telegraphic 
transfers, bank drafts and mail transfers charged under the scheme 
of remittances. 

Besides thee two important annual publications, statistical 
information about coinage and working of mints is given in the 
administration reports of the mints at Calcutta and Bombay and a 
review thereof, published every year by the Finance Ministry 
of the Government of India. These contain in the introductory 
notes information about the new receipts of gold and silver, 
operative loss and counterfeits, and the total number of pieces coined 
and the value of silver, nickel and bronze coins minted. The report 
on the working of the Calcutta Mint gives details about gold and 
silver IVeld on treasury account and about coinage, operations on 
the silver stock account, operative loss and also about bronze and 
copper coinage. Miscellaneous information about the activities of 
the various departments is also given with appendices showing 

profit and loss account, balance-sheet, and oth^r works done at 

the mint together with the tale and value of coins minted, counterfeit 
coins and about various offences committed against the Coinage 

Act. The report of the Bombay Mint also gives the same.details, 

wit h a table showing amount of gold and silver received from the 
public and melted for assay. It also gives information about gold 
received from the mines for purposes of refining and a report 
containing details about various metal assays carried out in the 
min,t. 
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Before the constitution of the Reserve Bank with the diversified 
control of currency and credit, the money market remained imper- 
fectly organized and as such it was difficult to secure frequent and 
complete information about the general banking and monetary 
position. But the creation of the Reserve Bank obviated to a great 
extent this difficulty and according to the statutory provisions 
of the Reserve Bank Act the bank issues a large number of publi- 
cations containing statistical information about banking and 
currency besides continuing the ‘Report on Currency and Finance’ 
and the ‘Statistical Tables relating to Banks.’ Weekly statements 
of the Issue and Banking Departments are published separately® 
besides issuing a consolidated statement® of the return s««^received 
from the scheduled banks under section 42(2) of the Reserve Bank 
Act every week. The annual balance-sheet of the bank is also 
published in the same form as the weekly statement, but a statement 
of the profit and loss account is also appended to it. The Reserve 
Bank also compiles the statistical summary issued monthly contain- 
ing, in a concise form, statistics on banking and currency, besides 
publishing the Annual Report of the Central Board of Directors in 
terms of section 53(2) of the A:t. The Reserve Bank has also begun 
to publish a monthly Reserve Bank of India Bulletin, which is a highly 
useful publication. 

The Annual Report is mainly a review of the working of the 
bank with a brief reference to money and financial conditions. 
The latest balance-sheet, profit and loss account, and the auditor’s 
report are also included in it. Although the report contains a short 
survey of money, exchange and bullion markets and also deals 
with economic and banking conditions, it cannot be considered 
of statistical significance as no detailed information about banking 
and monetary conditions are given in this publication. The weekly 
statements of the Issue and Banking Departments which are 
reproduced in the leading financial and other periodicals, indicate 
the position of the bank for the week ending on Friday and is an 
important pointer to the conditions prevailing in the money and 
financial markets every week. The statement showing the position 
of the Issue Department contains figures of notes held in the Banking 

® Under section 53 of the Act, the Bank transmits to the Central Government 
every week, a statement of its accounts in the Issue and Banking 
Departments. 

^ This statement is issued under the statutory provisions of section 43^ 
of the Act. 
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Department and notes in circulation under liabilities, whereas 
details of gold coins and bullion, sterling securities and rupee coins 
are shown as assets. The percentage ratio of total gold (coins and 
bullion) and securities to total notes issued is also given in the 
statement. The statement of affairs of the Banking Department 
contains details of paid-up capital, reserve fund, deposits, bills 
payable and other liabilities, under liabilities, whereas for assets 
information is given about notes, ruppee coins, subsidiary coins, bills 
purchased and discounted, loans and advances, investments and other 
assets. The other weekly publication showing the consolidated 
position of scheduled banks for the week ending Friday, contains 
information about demand and time liabilities, cash (currency 
notes, rupee coins and subsidiary coins), balances with the Reserve 
Bank, advances and bills discounted in India. This publication 
also includes a comparative statement giving figures for 4 weeks, 
the current, the previous, the corresponding week of the previous 
year and the pre-war week (week ending 1st September, 1939). 

‘The Statistical Summary’ issued every month is the most 
important publication giving statistics at frequent and regular 
intervals on banking and monetary problems. This contains 
information about banking and monetary conditions in India and 
is generally published in the third week of the month. Ever since 
its publication minor alterations have been made not only in the 
matter but also in the manner of presentation of the tables for 
including complete and relevant statistics in a compact form. This 
publication contains information^® about currency, aonsolidated 
position of scheduled banks, the assets and liabilities of the Issue 
and Banking Departments of the Reserve Bank, gold and silver 
prices, foreign exchanges (Bombay on London and New York, 
London on New York, and New York on London), purchases of 
sterling by the Reserve Bank, movement of funds by bank telegraphic 
transfers issued and encashed at offices and branches of the Reserve 
Bank, clearing house returns, wholesale prices, cost of living and 
security prices. Government of India security prices, Government 
of India treasury bills and ways and means advances, Government 
of India treasury bills and the dates of their maturityi and short- 
term money rates. Usually monthly figures and annual averages 
for some previous years are also given in this summary. 

At present the Statistical Summary includes fourteen tables containing 

statistical material. 

15 
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Apart from these publications which contain exclusively 
statistical information about hankinp; and currency* considerable 
amount of statistical material is also available in some of the 
reports issued by the different Ministries of the Government of 
India. The most important among such reports is the Statistical 
Abstract for British India published annually by the Director-General 
of Commercial Intelligence and Statistics, containing a compendium 
of statistical information on about every aspect of economic activity. 
Figures pertaining to a decade are given in every volume and the 
first volume was published in 1923 containing statements covering 
the decade 1911-12 to 1920-21. Prior to the commencement of 
this publication the Director-General of Commercial Intelligence 
and Statistics used to issue ‘Statistics for British India’ in five 
volumes containing statistical information and the India Office, 
London, used to publish the volume “Statistical Abstract relating 
to British India.” Both these publications were replaced by the 
‘Statistical Abstract’ and statistical continuity was retained with 
the publication of the London Office, hver since its inception 
information about monetary conditions has been included under 
the two sections of hanks, coinage and currency. Alterations were 
made from time to time in the manner of pres^tation of statistical 
material in these sections so as to accord A^ith the information 
that could be secured. Tables relating to banking and monetary 
conditions are included in the two sections, one on exchange, coinage 
and currency and the other on banks, while statistics of post office 
savings banks^^ are shown in the section on Post, Telegraph and 
and Telephone. The section on banks contains two statements,^ ^ 
one showing the progress of banking capital in India and the 
other giving the proportion of cash to liabilities on deposits 
of the several classes of banks. Four separate tables are included 
in the first statement showing the position of the Reserve Bank, 
the Imperial Bank and joint-stock banks having a paid-up capital 
and reserve of Rs. 5 lakhs and over, and exchange and co-operative 
banks; whereas in the second table figures are given separately for 
Imperial Bank, exchange banks und joint-stock banks for ten years.. 
In the section on exchange, coinage and currency a large number 

These are compiled from the annual report of the Director-General of 

Posts and Telegraphs. 

Taken from 'Statistical Tables i elating to Bank'=: in India.* 
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of tables*’^ are included ccmtaining informati on culled from various 
reportsd*^ Derails are furnished about gold standard reserve, silver 
redemption reserve, purchases and sales of silver, purchases and 
sales of sterling by the Reserve Bank, Government promissory notes 
enforced for payment of interest m London, exchange on London, 
Bank of England rate of discount and Reserve Bank’s rate of interest, 
rate of exchange between Calcutta and Hongkong, telegraphic transfer 
selling rate for exchange (Calcutta on Japan), prices of principal kinds ot 
Indian Government stock, selling prices in Calcutta, prices in London, 
prices in London of standard silver, of sovereigns and uncoined gold in 
India, of gold in London and Bombay, of bar silver in Bombay, imports 
and exports of gold and the amount received and the amount coined 
in the mints, quantity of gold and silver imported into and exported 
from British India to foreign ports, number of coins and value of 
money coined at the Calcutta and Bombay mints, old Government 
of India rupees (mlcuding small silver coins) received into the mints 
for recoinage and silver coinage in each mint, number and value 
of currency notes of each denomination in circulation and composi- 
tion of the paper currency reserve, together with information about 
receipts, charges and net profits of the currency department. In 
the section on Post, Telegraph and Telephone there is a table 
showing details about the number of post office savings banks, 
depositors and amount of deposits. 

The publication of Statistical Abstract was temporarily 
suspended due to war-time difficulties, after the issue of the 18th 
volume in 1942 which contained information for the period 1930-31 
to 193940. This publication is of immense utility not only for 
studies on banking and currency but also for an understanding 
of every economic problem. 

Another publication that contains statistical ^information 
about banking is the Annual Report of the Posts and Telegraphs 
Department. This contains information regarding post office 
savings and the sale of post office cash certificates. Details 

The 18th issue published in 1942 contains twenty-three tables. 

Some of them are the combined financial and revenue accounts of the 
central and provincial governments in India,^ report of the controller 
of 'currency, information furnished by the Reserve Bank, accounts 
relating to sea-borne trade, returns from mint masters and reports 
of the Finance Ministiy, 
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about the number of accounts, deposits, withdrawals and other 
particulars are give.i about the savings bank and the denomination 
of certificates issued and discharged, the cost price realised and the 
amount paid are specified for cash certificates. 

Statistical material about banking and currency is included 
in the ‘Monthly Survey of Business Conditions in India’ issued by 
the office of the Economic Adviser to the Government of India. 
This is being published every month ever since 1932 and contains 
information about prices, industrial production and other business 
conditions in two parts. “The first part consists of separate 
notes dealing with the various economic aspects and ^Iso gives a 
monthly account of economic conditions; the second gives the 
necessary general statistical data dealing with production, trade and 
financial conditions.” A section is devoted in Part I of the publi- 
cation to the review of the financial position ; and relevant 
statements are shown in Part II. Monthly figures of cheque 
clearances, consolidated position of scheduled banks, index numbers 
of prices of Indian securities and a short note on these matters are 
given in Part I besides a note on the remittances to England by the 
Reserve Bank. The financial statistics given in Part II of the 
Survey include monthly figures of bank rate, average exchange 
rate, notes in circulation, central Government treasury bills sold 
to the public and in favour of the Issue Department of the Reserve 
Bank, cheque clearances, security index number (fixed yield Gov- 
ernment paper, fixed yield industrial securities and variable yield 
securities). The percentage variation as compared with the same 
month of the previous year is also given for every item. 

The Indian Trade Journal which is issued every Thursday by 
the Department of Commercial Intelligence and Statistics with the 
main object of providing information about trade to the business 
community, contains some statistical material regarding banking 
and currency in the section on ‘Money and Bullion Markets.’ 
Besides reproducing the weekly statements of affairs of the Issue 
and Banking Departments of the Reserve Bank and the statement 
of the position of scheduled hanks, it gives details in this section 
of the publication about bank-rate, Government of India treasury 
bills, security prices (Calcutta and London), exchange (telegraphic 
transfer selling and buying) and prices of gold and silver in the 
bullion market. 
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Besides the important official publications mentioned above, 
statistical information about certain aspects of banking and monetary 
problems is also found in other reports^® issued by different Minis^ 
tries of the Government. In addition to these publications which 
are improved and are increasing with the expansion of trade and 
the integration of money markets* a number of periodicals have 
been started which are devoted specially to the study of various 
monetary problems. 

Journals dealing with problems related to economic conditions 
usually include financial reviews giving information of stock 
exchanges, money markets and other monetary problems. Special 
supplements on banking and currency are also issued occasionally 
by some of the periodicals. The current statistical material included 
in journals is usually the reproduction from the official publicationsi 
but there are a few periodicals in which data taken from official 
publications are reorganised and presented with the relevant infor- 
mation about other countries like United States of America and 
Great Britian to facilitate comparative studies. 

The Indian Institute of Bankers, organised two decades back 
(1926), mainly to promote interest in the study of banking and 
currency problems issues a quarterly publication. Statistical material 
is being included in this journal from 1941 and at present some 
current statistical tables with a financial review are published in 
this ptnodical. It is not posssibie to provide a complete account of 
the statistical information included in every journal and, as such, 
a list of some important periodicals and other publications con- 
taining statistical material about banking and currency is given in 
Appendix 11. All leading banks publish balance-sheets giving full 
details about their position at the end of every year. Besides these, 
financial reviews and conditions of Indian and foreign money 
markets are published in important newspapers to facilitate business 
and trade. 

The gradual expansion of international trade and commerce 
in this century has integrated the money markets of different 

Refer to the monthly and annual publications on Joint Stock Companies in 

India, and reports like ‘Review of Trade in India* and ‘Statistical 

Statements relating to Co«operative Movement in India.’ 
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countries, so that the monetary policy of a nation is sure to have 
Its repercussions on the financial structure of other countries. 
As such it is not possible to disentangle and study independently 
the currency and credit problems of any country without considering 
the international monetary conditions. A knowledge of banking 
and currency statistics of different countries will also be useful for 
purposes of international comparisons. Since formerly the League of 
Nations was, and now the United Nations Organization is the only 
organisation to collect, compile and publish international statistics, 
a short note is given in Appendix III about the information on 
banking and currency contained in its publications. 

An analysis of the existing statistical information on banking 
and currency in India creates the impression that it is comprehensive 
and even exhaustive. Although a rapid progress has been made in 
this century in tl^e collection and publication of monetary statistics, 
particularly after the establishment of the Reserve Bank, there is 
still scope for improvement. Attempts will have to be made to fill 
in the lacunae in the available material to fully serve the statistical 
requirements, besides gathering fresh information with a view to 
providing sufficient material for the study of various problems that 
arise from time to time. 

Lack of coordination, inordinate delay in publication, gaps 
in the available statistics and their inadequacy to satisfy the 
requirements for various studies, are the major deficiencies of the 
banking and currency statistics available in the Indian Official 
Statistical Publications. Delay in publication had never been a 
serious charge against statistical material regarding monetary prob- 
lems although the inordinate delay in the issue of banking statistics 
was deplored by the Central Banking Enquiry Committee. The 
‘Statistical Tables relating to Banks in India’ was usually delayed by 
two years but after the Reserve Bank undertook the publication of 
this report attempts have been made to bring out this volume without 
delay. All the other reports on banking and cuirency issued by 
the Reserve Bank are published promptly at stated periods. Even 
the government reports giving statistical information are issued 
regularly, the only exception being the yearly publications of the 
Department of Commercial Intelligence which are delayed to some 
extent. It is possible to minimise this delay and to increase the 
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utility of the material for the study of various questions of currency 
and banking. War-time scarcity of paper led to the temporary 
suspension of some of the publications and even those issued were 
unduly delayed and considerable reduction was made in 
the size. But this was only transient and since the end of the war 
many of the publications are being restored to their pre-war position 
and attempts are being made to issue them without delay. The 
gradual evlution of the modern monetary technique and the 
expansion of business and trade in recent years has made it more 
important than ever that regular and complete information at 
frequent intervals should be available showing the banking and 
monetary position in the country. As such all publications of the 
different institutions, besides the official reports containing statistical 
information on banking and currency, are also issued without 
involving any undue delay. The publication of banking and 
currency statistics in India as at present may be considered to be 
free from the criticism of the inordinate delay in publication. 


Lack of coordination in the published material has however 
been a serious defect in the banking and currency statistics. The 
uncoordinated nature of the statistical material before the Reserve 
Bank came into the field, was largely due to the lack of unified 
control over currency and credit, the unorganised condition of the 
money market and the collection and publication of statistical 
material by different authorities. But the Reserve Bank created 
with a view to securing monetary stability in India and 
generally to operate the currency and jeredit system of the country 
to its advantage, facilitated the compilation of statistics to be under- 
taken by a single institution and gave scope for sufficient adjustment 
to bring about coordination among the publications containing 
various banking and currency statistics. 

The criticism that was often levelled against banking statistics 
before the inception of the Reserve Bank, was that of paucity of 
published material. But in so far as monetary statistics were con- 
cerned, except for some alterations that were required to be made 
frequently with the expansion of business and trade, the informa- 
tion available was considered to be almost complete-. The dearth 
of statistical information about banks was stressed by the Central 
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Banking Enquiry Committee^ ^ and by Mr. A. D. ShrofF^^ in his 
evidence to the Committee. But remarkable progress has been 
made m recent years. Fuller information has been published in recent 
years in the annual repoits and the balance-sheets of individual 
banks besides the publications of the Reserve Bank. The Reserve 
Bank has succeeded in rectifying most of the deficiencies by the 
Central Banking Enquiry Committee, except those relating to Ex- 
change Banks and Indigenous Bankers. The Reserve Bank is statu- 
torily empowered to obtain detailed information from the scheduled 
banks and although no direct control is exercised over the non- 
scheduled banks, still the bank keeps in touch with them. Besides 
providing information about non-scheduled banking concerns whose 
capital and reserve resources exceeds one lakh of rupees, the collec- 
tion and compilation of statistics of hanks with capital resources 
less than one lakh which was not available before has also been 
undertaken by the Reserve Bank. 

The exchange banks which have the virtual monopoly of financing 
the foreign trade of India are incorporated outside India and the 
lack of information about their Indian business has been for a long 
time a serious gap in the banking statistics. Mr. Manu ♦Subedar 
commenting on the inadequacy of published statistical material 
in this respect remarked that “its pancity, its misleading character 
through everything being lumped together and the absence of other 
details, detracts fiom its usefulness.”^ ^ It was in 1923 that a 
distinction was made between the exchange banks doing considerable 
part of their business in India as against those whose banking 
operations were done mostly abroad. But these hanks are not 
required to publish separately figures relating to their business in 
India though figures of their Indian deposits and cash balances 
are, as a matter of coursesy, supplied in a consolidated form for all 
the banks to the Director-General of Commercial Intelligence and 
Statistics. No material alteration was made in the collection of 
detailed information about these banks even after the establishment 
of the Reserve Bank and the balance-sheets of these banks furnish 
details of their total business which cannot be utilised to study 
problems of Indian banking. As a clear understanding of the 
Indian banking position is not possible without precise informa- 

Report of tlie Central Banking Enquiry Coiiiinittec, Vol. I, Part I (Majority 
Report), p. 431. 

Ibid, Voliiine II, Evidence, p. 409. 

Ibid, Vol. I, Part II (Minority Report), p. 172. 
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tion regarding exchange banks, it is essential that statistics exclu- 
sively concerned with the operations of the exchange hanks in India 
should be published separately. * 

The other category of credit institutions about which no infor- 
mati)n is available is the Indigenous Bankers. As a credit agency 
that has stood the test of the economic vicissitudes for centuries, 
indigeneous bankers hold a unique position with regard to the 
magnitude of their operations and their importance to society. The 
Reserve Bank exercises no control over this constituent part of 
banking and the present position is not far from what existed at 
the time the Central Banking Enquiry Committee had its findings 
and was “greatly struck by the absence of published statistics in 
regard to the operations of indigenous bankers.’* Though the Reserve 
Bank is trying to bring indigenous bankers v^^ithin its fold by 
extending remittance facilities to non-scheduled banks and also to 
approved indigenous bankers, still it should exercise sufficient 
control over this section ol banking institutions m this country, if 
it is to discharge its responsibility of satisfactorily handling the 
currency and credit policies of the country. Though the Agricul- 
tural Credit Department of the Reserve Bank is meant to study 
special problems connected v ith rural finance and give advice to 
the cooperative banks, still the Reserve Bank’s credit policy will 
have little effect so far as agricultural credit is concerned unless 
the indigenous bankers are brought within the banking structure. 
An effective regulation of indigenous banking will incidentally 
facilitate the collection of adequate statistical information. 

Besides, there are some minor omissions in the published 
material that have to be rectified. Statistics of scheduled banks 
do not give details of their investments and of the proportion of 
these to total liabilities. The figures about bond portfolio of banks 
are also not so satisfactory or comprehensive as the statistics about 
other items. Further, the annual publication about banks does net 
furnish separate figures for Government securities and detailed 
statistics of banks’ earnings are also not available. 

In order to widen the scope and utility of statistical material 
it is necessary to collect information about bank deposits and 
advances. Bowley and Robertson in their scheme for an economic 
census suggested that the Reserve Bank should publish a single 
consolidated account, twice a year, of the advances classified as 
16 
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far as possible, not in .accordance with the type of security taken but in 
accordance with the purpose for which the advance is being used. 
Tentative sub-division into seven groups was also suggested by them. 
But till now no such attempt has been made by the Reserve Bank. 
The Reserve Bank with its wide powers of prescribing the returns 
to be submitted by the scheduled banks, can secure such periodical 
information from these banks without any difficulty. Although it 
is not easy to demarcate exactly the purpose, the advances can be 
at least classified according to the broad divisions of industry, 
trade, agriculture and the like. In view of the laree seasonal swings 
in different sectors of Indian economy it will be of great help if 
such figures are published every quarter. 

Equally important is the information about the manner in which 
bank deposits are distributed. This will be useful in clearing up 
some part of the obscurity which surrounds trade cycles. It will 
nor also be possible to formulate suitable policy for utilising all the 
available rCsSjurces to the best advantage without having a precise 
idea of the manner in which bank deposits are distributed. Such 
investigation of the bank deposits must be conducted by the Reserve 
Bank periodically. So far as the scheduled banks are concerned, 
the Reserve Bank can insist upon their submitting a half-yearly or 
annual statement of the ownership of deposits. The collection of 
statistics of iion-scheduled banks may be the difficult part of the 
work and this can form part of the annual publication. This 
periodical investigation cannot be considered as an inquisitorial 
method of getting information of a private character. What is 
required is only the total of individual and corporate deposits with 
each one of the bai ks. On the basis of these details the Reserve 
Bank can make a distinction between the persons and firms with 
bank-balances and also between the small and big banking units 
with a view to assessing the importance of large and small deposits. 
This information can he included in the ‘Statistical Tables relating 
to Banks.’ 

The available statistical material about the capital market of 
India is also very meagre. Practically no attempt has so far been 
made to assess the movement of even that part of private capital 
which is represented by the issue of new securities.^® ’It is neces- 
sary to estimate the mobility of ‘private capital’ in connection with 

Refer to ‘A Scheme for an Economic Census of India (1934)/ p. 65. 
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India’s balance of payments and the information collected may be 
published in the annual report of the Reserve Bank and reproduced 
in the Review of Trade, 

The Reserve Bank by virtue of i^^s management of currency and 
control over the credit structure has a considerable hold over the 
entire gamut of economic organisation. The Bank must be able 
to collect all relevant facts and figures about every phase of the 
economic life of the country and with this information should 
prepare at the end of every financial year a balance of account of 
the country so that it may give a bird’s eye-^ view of the country’s 
entire economic activity. For the purpose of international compa- 
risons the banking and currency statistics in India have to be 
re-adapted after the standard forms issued formerly by the League of 
Nations an^l now by U. N. O. 

Although the Reserve Bank has not been able to fulfil completely 
the millennial expectations, due to the lack of adequate control over 
all the constituent parts of the credit structure in the country, 
still a swift and steady progress has been made in improving the 
banking and currency statistics during its decade’s functioning. A 
separate statistical and research section was created in 1937 mainly 
for the study of statistics relating to the economic development of 
the country with particular reference to production, trade, prices 
and currency. This section is also conducting research from time 
to time on different problems in which the Reserve Bank is interested, 
besides collecting various statistics relating to monetary 
problems and compiling statistical publications of the Reserve 
Bank. 

In a study of statistical material about any aspect of economic 
life, it has to he remembered that statistical perfection is invariably 
evanescent. Since the economic life of the nation is always dynamic, 
fresh problems arise requiring either new material or an alteration 
in the manner of presentation of the existing information to throw 
light for evolving a solution. It is an incessent process of furnishing 
information to unravel fresh problems that present themselves time 
and again. But it is always possible to come across at any stage 
of the economic development of the country various lacunae existing 
in the available material. A swift progress has been made in the 
banking and currency statistics in India after the advent of the 
Reserve Bank. In this short period of over a decade, in spite of the 
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damping effects of war-time restrictions, the Reserve Bank has 
striven hard to provide adequate information, as far as possible, 
needed for various statistical studies. A separate research section 
has been recently organised to study current problems and conduct 
statistical enquiries. The Reserve Bank is also expanding 
gradually the staff dealing with statistical information. The post 
of the Director of Statistics was created in 1945 and the 
Director is entrusted with the organisation of banking statistics. 
He has also to conduct statistical investigations besides doing 
research on various allied problems. With the passing of the Banking 
Bill which will enable the Reserve Bank to exercise greater control 
over the credit institutions in the country, it will be possible for 
the Bank not only to c(»llect information to fill in the existing 
lacunae in the banking and currency statistics but also to conduct 
periodical investigations and provide, as far as possible, comprehen- 
sive material on various monetary problems that arise time and again 
with the progress of the economic life oi a nation. 


APPENDIX I 

Official Publications Containing Statistical Information 

A. Weekly Publications 

1. An Account pursuant to the Reserve Bank of India Act, 

1934, Issue Department. 

2. Statement of the Affairs of the Reserve Bank of India, 

Banking Department. 

3. Statciue u of the Position of Scheduled Banks. 

4. The Indian Trade Jc>urnal. 

B. Monthly Publications 

!• Statistical Summary. 

2. Monthly Survey of Business Conditions in India. 

C. Annual Publications 

1. Report on Currency and Finance. 

2. Statistical Tables relating to Banks in India. 

3. Administration Reports of the Mints at Calcutta and 

Bombay and a Review thereof. 

4. Annual Report of the Posts and Telegraphs Department. 

5. Statistical Abstract for British India. 
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APPENDIX II 

Periodicaels and Other Publications Having Statistical Material 

1. The Journal of the Indian Institue of Bankers, 

2. The Commerce. 

3. The Indian Finance. 

4. The Eastern Economist. 

5. The Capital. 

6. The Economist (Banking Supplement). 

7. Balance-sheets and consolidated statements of some 

important hanks published in different periodicals. 

8. Financial reviews, information about Money Markets 

and Stock Exchanges published in important news^ 

papers. 

9. Banking and Currency Supplements containing statistical 

material and articles on monetary problems. 

APPENDIX III 

Stat' st'eal Material for International Comfyarisons 

Money and Banking was the onlv annual publication issued 
by the League of Nations containing the available banking and 
monetary statistics of different countries. This report is a conti- 
nuation of the Memorandum on Commercial Banks issued in 1931, 
1934 and 1935. The first oi this series was publislied by the League of 
Nations in two volumes, in 1936 with information for the year 
1935“’ 36. The first volume was the Monetary Review and the second 
dealt with Commercial Banks. Considerable alterations were made 
frequently in the material published and this report was regularly 
issued till 1939-’40. Volume I for that year contained abstracts 
of international monetary statistics whereas volume *11 on Commercial 
and Central Banks confined itself to the balance sheets of central 
banks and to the accounts of commercial banks. A resume of the 
important monetary and banking developments of the year under 
review was also included in every section of the second volume. 
During the war this report v^as converted into a single biennial 
publication consisting of two parts. Two such consolidated reports 
were published for the period 1940-’42 and 1942-’44. 

The first part of this report consisted of International Summ- 
aries of data on currency, banking and money-rates in nine tables 
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showing the currency position and movement, principal assets of 
central banks, recorded central gold reserves, value of world gold 
production, principal assets, liabilities and cash ratios of commercial 
banks, indices of bank clearings, money rates and bond yeild, 
and the value of currencies in terms of the United States cents* 
The second part was devoted to the balance-sheets, profit and 
loss acct)unts of ceiyral banks and the aggregate accounts of 
commercial banks. 

The League of Nations published till the outbreak of war a 
periodical report giving the available statistical details about 
Balances of Payments of different countries. The World Economic 
Survey^ an annual publication, included among other things a review 
of current developments of banking and currency in various 
countries. This publicttion, just like Money and Bankings was 
issued once in every two years during war time. Two such 
reports were published by the L. O. N. covering the periods 1940^42 
and 1942-44. 

The Statistical Year-Book of the League of Nations was 
another annual publication which gave statistical information about 
hanking and monetary conditions of different countries. This 
publication was considerably delayed during war years. The year 
book for 194T42 was published in 1944 and that for the years 
1942-44 in 1945 in a single volume. In view of the many changes 
in economic conditions in war time a number of alterations were 
incorporated in the last volume. The section on ‘Banking and 
Currency’ contained 10 tables giving details about exchange rates, 
gold and foreign assets reserves, gold reserves expressed in gold 
dollars, note circulation, percentage yield on bonds, rates of discount 
of central banks, money market rates, index numbers of market 
value of shares, commercial bank deposits and savings bank deposits 
and certificates. -Besides this the League. of Nations issued the 
Monthly Bulletin of Statistics which included information about 
financial conditions of different countries along with statistics of 
production and stocks, trade, price movements and labour. In the 
section on Finance, details of banking and monetary conditions were 
given in 10 tables. They included statistics of exchange rates, 
value of currencies in terms of U. S. cents, rates in London, price 
of gold, index numbers of market value of industrial shares, per- 
centage yield of bonds, rates of discount of central banks, money 
market rates, notes in circulation, gold, silver and foreign assets 
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reserves, commercial bank deposits, savings deposits and certificates, 
and public debt. This publication is being continued by the United 
Nations Organization. 

Although the League of Nations attempted and the U. N. O. 
is now attempting to obtain statistical information from different 
countries and publish them, the existing material is inadequate and 
unsuitable for international comparisons. Need has been felt for 
some time past for a strong international institution vested with the 
complete powers of comprehensive collection and publication of 
comparative statistics of all the countries to assist various studies 
intended for promoting the interests of business community and 
for furthering the economic progress of the world. Let us hope the 
International Monetary Fund will prove to be a satisfactory agency 
for collecting and publishing complete international statistics on 
banking and currency. 




XI 

BANKING LEGISLATION IN INDIA 

RY 

M. L. Tannan 
I. Early Neglect 

Following in the footsteps of the British Government, the 
Government of India during the British Period adopted the policy of 
iaissez faire so far as banking business was concerned. No doubt some 
stray pieces of legislation such as the Act VI of 1840 and Act V of 1866 
regulating the laws relating to bills of exchange and promissory notes 
were passed, Indian Law Commission also drafted a Bill to codify the 
law relating to negotiable instruments but owing to the fact that the 
proposals contained many deviations from the English Law on which it 
was supposed to be based the Bill had to be redrafted as a result of the 
many objections raised against it. In 1880 under orders from the 
Secretary of State for India a new Law Commission considered 
those proposals and suggested certain additions which were incorpora- 
ted into the Bill which was put on the statute book as the Negotiable 
Instruments Act in 1881, a year before the passing of the Bills of 
Exchange Act in England. But no serious attempt appears to have 
been made to codify the law' relating to banking as such in India 
in the last century. 

2 . Provisions in the Indian Companies Acty iqi3 
A few provisions distinguishing banking companies from other 
companies are to be found in the Indian Companies Act, 1913. 
Even the bank failures of 1914-1918 do not appear to have affected 
the policy of Government in this matter. The Central Banking 
Inquiry Committee of 1931 considered the question carefully and 
recommended that the law governing banks should be codified so 
as to provide the public with a complete code on the subject. 
Government however instead of accepting this recommendation 
decided to amend the Indian Companies Act, 1913, and to make 
certain provisions in it so as to safeguard the interests of the 
shareholders and depositors of the joint stock banks. The reason 
for this course, as stated by the then Law Member of the Government 
of India, was that there was no immediate prospect of legislation 
dealing solely wifh the subject of banking being undertaken. 
Amongst the most important matters relating to banks dealt with 
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in the Indian Companies (Amendment) Act of 1939 were the 
following: — 

1. Definition of a banking company. A “Banking Company’" 
means a company which carries on as its principal business the 
accepting of deposits of money on current account or otherwise, 
subject to withdrawal by cheque, draft, or order (Sec. 277F). 

2. Prohibition of employment of a managing agent other than 
a banking company in the case of banks registered under the Indian 
Companies Act (Sec. 277H). 

3. Minimum capital requirement. No banking company to 
commence business unless shares have been alloted to an amount 
sufficient to yield a sum of at least Rs. 50,000 as working capital 
and unless a declaration duly verified by an affidavit signed 
by the directors and the manager that such a sum has been 
raised has been filed with the Registrar of Companies (Sec. 
277 I). 

4 . Transfer of a percentage of the profits to reserve fund. 
Every banking company other than a scheduled bank shall out of 
the declared profits of each year and before any dividend is paid 
transfer a sum equivalent to not less than 20% of such profits to the 
reserve fund until the amount of the said fund is equal to its paid 
up capital (Sec. 277K). 

5. Maintenance of a minimum cash reserve. Every banking 
company other than a scheduled bank must maintain by way of cash 
reserve in cash a sum, equivalent to li p. c. of its time liabilities 
and 5% of its demand liabilities and to file with the Registrar of 
Companies before the lOth Jay of every month a statement so filed 
on the Friday of each week of the preceding month with particulars 
of the time and demand liabilities of each such day. 

6. Improvement of the form of the balance sheet to be submitted 
by banks. As a result of this banks are required to disclose bad 
and doubtful debts, if any. 

7. Not to create any charge upon unpaid capital. A banking 
company is prohibited to creaie any charge upon its unpaid capital; 
and if created, it will be deemed as invalid. 

8. Banks to have no non^banking subsidiary companies except 
subsidiary companies of their own formed for the purpose of under- 
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talcing and executing trusts, undertaking the administration of 
estates as executors, trustees or otherwise and such other purposes 
set forth in Sec. 277F of the Indian Companies (Amendment) Act, 
1936, as are incidental to the business of accepting deposits of money 
on current account or otherwise. 

9. Stay of actions and proceedings against a banking company. 

1 The Court may on the application of a banking company 
which is temporarily unable to meet its obligation make an order 
staying the commencement or continuance of all actions and proceed- 
ings against the company for a fixed period of time on such terms 
and conditions as it shall think fir a* d proper and may from time 
to time extend the period. 

2, No such application shall be maintainable unless accom- 
panied by report of the Registrar of Joint Stock Companies, provided, 
however, the Court may, It-r sufficient reasons, grant interim relief, 
even if the application is not accompanied by such report. 

3. The Registrar shall for the purposes of his report be entitled 
at the cost of the company to investigate the financial condition of 
the company and Tor such purpose to have the books and documents 
of the company examined by an accountant holding a certificate 
issued un jei section 144 (Sec. 277N). 

3. The Reserve Bank Proposals, 1939 

The Reserve Bank of India took up the question of the amend- 
ment cf some of the provisions in the Indian Companies Act relating 
to bank* wnd submitted its propos;i s to Government in 1939 with 
a '^i":jw*to secure a network of properly managed and financially 
sound bankini^ institutions which would enable the Bank to co- 
ordinate. the credit structure of th : * country and to more fully 
utilize the means of extending credit provided for under the 
Reserve Bank Act. The broad features of these proposals were as 
follows : — 

L To have a simpler definition of banking than the one given 
in Sec. 277F of the Indian Companies Act and to remedy the anomaly 
arising from Sec. 277G (1) of the Act under which/ institutions 
incorporated prior to the 15th January, 1937, might call themselves 
banks and yet refuse to comply with the statutory provisions 
relating to banking companies. 
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2. To ensure the maintenance by banking companies of a 
minimum amount of capital and also of certain pr oportions between 
their authorised, subscribed and paid up capital. 

3. To impose moderate restrictions on bark investments and 
also to protect British India depositors in the case of banks incorpo- 
rated outside British India. 

4. To provide for a simplified procedure for the liquidation 
of banking companies. 

The Government of India, owing to their pre-occupation with 
the War, were not prepared to :<' V ' up the question of a comprehen- 
sive legislation but tool inter n ► easures f^ )m time to time provided 
they embodied a minii iam oi .juslation JinJ these were embodied 
in the form of amend nents u rhe existing provisions relating to 
banking companies. 

The first of such ?mendmert relate*' tf rhe definition of a bank- 
ing company by the insertion of a proviso to See, 277F to the effect 
that any company whicn uses tl world “bank”, “banker” or “bank- 
ing” as a part of its name shall be deemed to be a banking company 
irrespective of whether the business of acet pt ng money on current 
account or otherwise subject to withdrawal by cheque, draft or order 
it its principal business or not. This am?r>dment came into force 
on the 1st November, 1943. In March, 1944, further amendments to 
sections 277H & 277G were made with a view to remove some 
undesirable features noticed In the capital structure and the 
remuneration of persons employed by banks. Accordingly it was 
provided that even in the case of bankinjr companies incorporated 
before the 15th January, 1937, that (1) the subscribed cap.tal should 
not be less than half of the authoris;?d capital and that the paid up 
capital should not be less than half of the subscribed ; (2) the capital 
should consist of ordinary shares only or ordinary and preference 
shares as may have been issued before 1st July, 1944 ; and (3> that the 
voting rights of all shareholders should be strictly in proportion to 
the contributioi\made by tl e shareholder t j the paid up capital of 
the company. It was also laid down that no person was to be 
employed on the basis of commission or a share in the profits of a 
banking company nor for a period exceed. ng five years at a time. 

4. The Banking Billy ig45 

A little later Government finding that the question of the 
banking legislation required urgent atceniion had a Banking Bill 
drafted which was introduced in the Legislative Assembly on the 
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l6th Novembery, 1944* The Bill aimed at a more detailed type of 
control on banks and it took all rules applying only to banks out 
of the Indian Companies Act and put them together. It did not 
form quite a complete code but was to be read with the com- 
mercial code of the country which regulates the corporate existence 
of joint-stock banking companies. 

Space at our disposal does not permit us to examine in detail 
the provisions of the said Bill which, if passed, was proposed to be 
called *‘The Banking Companies Act, 1945,** but attenfion of the 
reader is invited particularly to its following features: — 

1. It was for the first time that a provision for the licensing 

of banking companies incorporated outside British India was made. 
Sec. 17 of the Bill provided for the licensing of foreign banks 
intending to open branches in India on the basis of reciprocal 
treatment of Indian nationals and companies in the foreign countries 
concerned. This provision appears to be based on the Japanese 
banking law. 

2. Sectim 2 of the Bill prohibited the granting of loans or 
advances on the security of a bank’s own shares. Such restrictions 
are to be found in the case of hanks in Canada, Chile, Finland, 
Poland and Rumania. 

3. Raising the minimum capital and reserve required for a 
bank from Rs. 50,000 to Rs. 1 lakh and allowing a bank to open 
a place of business ou.side the province in which it has its principal 
place of business only when its paid-up capital and reserve fund are 
not less thanRs. 20 lakhs. It was also proposed that no bank whose 
paid-up rapital and reserve fund are less than Rs. 5 lakhs should 
open a branch in Bombay or Calcutta and that a bank wanting to 
open a branch in any city other than Bombay or Calcutta should 
have ij.» rdditional capital and reserve of Rs. 2 lakhs for every town 
with a population of 1 lakh or more and Rs. 10,000 in respect of 
each branch opened elsewhere. It is to be understood that a bank 
with a paid-up capital and reserve Rs. 20 lakhs or more could open a 
branch anywhere in India and could have any number of branches 
it liked. Provisions classifying banks for capital required according 
to the in portance of locality or its population are to be found in 
the United States of America, Italy, Japan, etc., and are generally 
necessary for the carrying on of the banking business. 
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4. Sec. 6 enumerated the forms of business which a banking 
company can underiake besides the business of banking. This 
section was meant to safeguard the interests of the depositors of 
banks against the locking up their funds in the shares of indus- 
trial concerns which cannot be easily liquidated in times of emergency. 
The mixed type of hanking which existed in countries such as 
Germany, Italy am! Belgium was to be discouraged and permanent 
and semi^perraanent participation in industry was to be left to 

institutions other tl an comme-cial banks. 

• 

5. Sections 8 and 9 which were not to be found in the draft 
proposals of Reserve Bank of India prohibted banks from undertaking 
directly or indirectly tradit?p i ctivities nod undertaking trading 
risks and to dispose of ru n-banking asseiis within the prescribed 
time limit. 

6. Sec. 11 (2) provided for the extension of control over 
banks incorporated elsewhere than in British India or the United 
Kingdom by making u obligatory on these banks to deposit with 
the Peserve Bank ol India ai amount rot less than the minimum 
amount of paid-up capital and reserve required either in cash or 
unencumbered approved securities. This would give some protection 
to the depositors in India of foreign banks that may have branches 
in British India. 

7. Sec. 14 which established a liquidity ratio of certain assets 
to time and demand liabilities, gave powers t(» the Reserve Bank 
regarding their variatu'n ' occasional relaxaticn so as to enable 
the said bank t • have the necessary control over the credit situation 
of the country in times oT emergency. 

8. Section 20 preset. h. i monthly returns to the Reserve Bank 
of India and u,i ormation regarding advances arid investments to be 
submitted by every banking company. This would enable the Bank 
to have a full picture of tlie bi.nking situation. 

9. Sec. 28 provided for inspection in certain circumstances of 
a bank’s books by the Reserve Bank of India at the instance of 
Central Government. This was a very desirable provision both in 
the interests of the depositors as well as the banks which carry on 
their business on sound lines. 

In conclusion, r. is bound to he admitted that although there may 
be honest duTerences oi opinion about some of the provisions of the 
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said Bill, the proposed legislation was meant to put the banking 
development in the country on sound footing. 

3. Banking Companies Bill, 1946 

The Banking Companies Bill of 1945, however, lapsed o>^ing 
to the dissolution of the Legislature. But on 15th March 1946, Sir 
Archibald Rowlands, the then Finance Member, re-introduced the 
Bdl, which was revised m the light of the public opinion. On 11th 
April, 1946, a motion was adopted to refer the Bill to a Select Commit 
ttee of the Legislative Assembly. The main features of the Bill were 
as follows : 

(i) A simple definition of banking was adopted so that the 

legislation may be limited to those institutions in which 
funds are depouted and the safety and ready withdraw- 
ability thereof may be ensured. 

(ii) Minimum capital standards were fixed. 

(iii) The carrying of trade was prohibited so that non^banking 
risks may be eliminated. 

{iv) Banks incorporated or registered outside British India were 
also included in the scop* of legislation. 

(v) A comprehennve system of licensing the banks was 

introduced. 

fvi) Provision was made for expeditious procedure for 

liquidation. 

(vii) Reserve Bank of India was authorised to inspect the 

books and accoun:s of a bank whenever it thought it 
necessary. 

"{viii) Central Government was empowered to take against those 
banks which conducted' their affairs in a manner detri* 
mental to the interests of the depositors. 

(ix) A special form of balance sheet was prescribed and 

Reserve Bank was empowered to call for periodical 
returns. 

The Banking Companies Bill of 1945 was revised and improved 
upon in several ways. Clause 18 was revised and provided that 
the Bill will apply to all banks with the exception that scheduled 
banks other than those whose country of origin discriminates 
in any way against British India banks are exempted. A new clause 
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45 was added whereby the Reserve Bank was authorised to include 
or exclude a bank from the second schedule according to revised 
standards. Amalgamations without prior permission were prohibited. 
Banks’ interest in subsidiary companies was subjected to stricter 
provisions. Greater powers were given to the Reserve Bank 
to obtain statistics. 

Three Banking Measures of 1946. The Bill was not presented to 
the Central Legislature in 1946 and not even in the February, 1947, 
session of the Assembly. This delay perhaps was responsible for 
certain banking measures enacted during the year 1946. 

The first of such measures was the Banking Companies Inspect' on 
Ordinance j 1946, which was issued on 12th January, 1946. This 
Ordinance empowered the Government of India to direct the Reserve 
Bank to inspect the affairs of any banking company, and if the 
inspection report showed that it was conducting business in a manner 
detrimental to the interests of its depositors, it might prohibit 
the Bank from taking further deposits and direct its exclusion from 
the Second Schedule. Such an action has already been^taken against 
a number of banks like the International Bank of India, Ltd., the 
Aryan Bank, Ltd., etc. It is hoped that this Ordinance will serve 
to check the malpractices of weak and newly started small banks. 

The second measure was the Bearer Promissory Notes (Prohibi- 
tion of Issue) Ordinance, 1946, which was promulgated on 18th May, 
1946. It prohibited Indian banks from issuing promissory notes 
payable to bearer which passed from hand to hand and^which were 
regarded as equivalent to Bank Notes. Under section 31 of the 
Reserve Bank Act, tne Reserve Bank has the monopoly rights of 
issuing Bank notes ar.d this practice of banks appeared to come 
into conflict with the provi uons of this section. This Ordinance 
was replaced on 11th November, 1946, by an amendment of the 
Reserve Bank Act whereby the old section 31 of that Act has been 
made section 31 (i) and a new section 31 (ii) has been added which 
runs as follows : — 

Notwithstanding anything contained in the Negotiable Instru- 
ments Act, 1881, no person in British Imlia other than the Bank, or, 
as expressly authorised by this Act, the Central Government shall 
make or cause any promissory note expressed to be payable to the 
bearer of the instrunient. 
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The third measure was passed by the Legislative Assembly 
on 14th November, 1946, in the shape of the Banking Companies 
(Restriction of Branches) Act. According to this, no hank can open 
any new branch or change the location of an existing branch with- 
out the previous written permission of the Reserve Bank. The Reserve 
Bank may give or refuse such permission in the light of the 
study of the applicants^ history, management, financial strength, 
prospects of profit, public interest, etc. 

6. Banking Compan'es Bill, 1948 

The report of the Select Committee on the Banking Companies 
Bill, 1946, was presented to the Central Legislative Assembly on 17th 
Feberuary, 1947. But it could not be taken up because the Indian 
Independence Act, 1947, which was in the meanwhile passed, 
necessitated many changes in it. Consequently the Government 
decided to make a fresh Bill incorporating all the changes and refer 
it to a Select Committee. The old Bill was withdrawn from the 
Constituent Assembly (Legislative) on 30th January, 1948, and a new 
Banking Companies Bill, 1948, was introduced on 22nd March, 1948. 
The main features of the new Bill are discussed below: 

(i) A comprehensive definition of ‘banking* has been adopted 

so that all institutions which receive depcTsits, repayable 
on demand or otherwise, for lending or investment, 
may be brought within the scope of the legislation. 

(ii) Non-banking companies have been prohibited from 

accepting deposits payable on demand. 

(ill) The carrying on of trade has been prohibited so that non* 
banking risks may be eliminated. 

(iv) Minimum capital standards have been prescribed. 

(v) Payment of dividends has been limited. 

(vi) Banks incorporated or registered outside the provinces 

of India have been included in the scope of legislation. 

(vii) A comprehensive system of licensing the banks and their 

branches has been introduced. 

(viii) Special form of balance sheet has been prescribed and 
the Reserve Bank has been empowered to call for 
periodical returns. 

(ix) Reserve Bank can inspect the books of accounts of a bank 
when it thinks necessary. ^ 
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(x) Central Government has been empowered to take action 
against banks conducting their affairs in a manner detri- 
mental to the interests of the depositors. 

(xi) Provision has been made for bringing the Reserve Bank 

into closer touch with banking companies. 

(xii) Provision has been made for an expeditious procedure 

for liquidation. 

(xiii) The Imperial Bank of India has been brought within the 
purview of some of the provisions of the Bill. 

(xiv) The powers of the Reserve Bank have been widened so that 
It may he able to come to the rescue of banking compa- 
nies in times of emergency. 

(xv) Provi'iion has also been made to extend the Act to 
acceding States. 

Amendment af Sec. j8 (3) of the Reserve Bank of Ind^a Act. The 
partition of the country created conditions which began to prove 
very critical for certain banks; but the Reserve Bank could not 
come to their aid under existing Act. Hence mainly with a view to 
meet such cases and pending the enactment of the Banking 
Com.panies Bill, an Ordinance was promulgated on 20ch September, 
1947, amending Sec. 18 (3) of the Reserve Bank of India Act. This 
empowered the Reserve Bank to grant advances under emergency to 
all banks scheduled and non-scheduled, against such securities as 
it may consider sufficient. The Reserve Bank, however, had no 
occasion to grant advance^ under the Ordinance. Hence it was 
allowed to expire on 20th March, 1948. 

Bauking Companies (East Punjab and Delhi) Ordinance^ 1947. 
As a result of partition, many of the banks, especially middle-sized 
and small banks, which had most of their assets in the West Punjab, 
migrated to East Punjab or Delhi and with them came their liabilities 
but not their assets. They experienced difficulty in making 
immediate arrangements for meeting their liabilities. Their records 
were also in many cases left in West Bengal, which was another 
serious difficulty. To assist such banks, to avoid distress to depositors 
and a disaster to the banking system itself, the Government of 
India promulgated a Banking Companies Ordinance on 27th Septem- 
ber, 1947. Thii empowered the Government to make an order 
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staying for a period of three months the commencement or continu- 
ance of all actions and proceedings against a banking company 
which applied for it and whose registered office was in East Punjab 
or Delhi. It was further provided that during the period of mora- 
torium, the bank concerned was not to make payments- to its- 
depositors in any month in excess of 1% of the total of the current 
and deposit accounts at each branch in India or Rs. 250 whichever 
was less. It was also required to make similar payments to depo- 
sitors who could satisfy the bank regarding their deposits in. branches 
outside India. But the bank could not accept deposits nor dispose 
of any of its assets except for payments to the extent permitted 
under the Ordinance; and the hank’s normal running expenses. 
The Central Government was, further empowered to advance 
sums to such a bank to effect these payments to depositors. The 
scope of this Ordinance was later athended by an amendment on 1 3th 
December, 1947, providing for payment up to 30/lo of the amount 
of the draft or Rs. 750, whichever is less. This Ordinance lapsed on 
27th March, 1948. 

7. Conclusion 

The Banking Companies Bill of 1948 is the outcome of long 
and detailed consideration by several expert committees and also 
competent public opinion. As is clear from some of the provisions 
of the Bill mentioned above, it seeks to meet some of our moat 
urgent banking needs; and it will surely contribute to the strengthing 
of the Indian banking system. The passing of this Bill, and the 
nationalization of the Reserve Bank and the Imperial Bank, will 
open a new leaf in the history of the Indian Banking; and we are 
sure our banking structure will become stable and grow so as to 
change beyond recognition in non-too-distant future. 




XII 

THE NATIONALIZATION OF BANKS IN INDIA 

BY 

N. G. Ranga 

The present-day banking system in out country suffers from a 
number of serious defects and shortcomings which have been plac- 
ing hurdles time and again in the economic development of the coun- 
try. Academic economists, practical bankers and politicians have 
suggested the ways and means of toning up, improving and expanding 
our banking industry; and there is no doubt that by putting them 
into practice nluch can be achieved. But the nationalisation of 
the banking industry as a whole is an approach which is pregnant 
with great possibilities; and we trust that it will make the solution of 
our problems much easier. 

"Nationalisation of Reserve Bank of India 

Let us begin with the .apex banking institution of this country, 
the Reserve Bank of India. It possesses considerable powers; and 
the recent Indian Banking Companies Bill contemplates to place 
mote power in its hands. But who is this Reserve Bank of India ? 
It is said to be an institution. It is not an individual, it is true. 
But who had created it? The Government of England. And for 
whose purposes? Was it for the purposes of India? If it was for 
the purposes of India, then why was it not made a 
hundred per cent. State Bank ? Why was it made a shareholders^ 
bank? Why did the Government bring in a number of gentlemen 
from various cities of our own country and put them there and gave 
them the gilded names of Directors and on the top of them 
placed their own officers as Governor and Deputy Governor? Why 
all this tamashal Make it a State Bank and we will know where we 
are and we will control it better. In the past, the Government 
came to us and told us that it was a shareholders’ bank; it.was an 
Indian organization and the Legislature could not possibly be expected 
to have day-to-day control over it. It could not have a scrutiny 
over its activities and could not put any questions and Government 
could not be expected to be held responsible for all its activities. 
Why was it be so? The Government wanted to protect the vested 



«. U, HANUA 


142 

interests of European industrialists in this country, and these had 
a big hand in the governance of the Reserve Bank of India either 
directly or indirectly. 

It is, of course, not meant that the Government in the past did 
not exercise any sort of control over the Reserve Bank of India. 
They controlled the Reserve Bank to a very great extent. Indeed, 
although Ihe Governor was supposed to be an elected person, it was 
the Government of India which decided really who was to be the 
Governor. The Australian Governor of the Reserve Bank, Sir 
Osborne Snuth,* resigned and went away. But who forced him to 
resign? Even if he had been a Britisher and dared to disagree with 
the Finance Member, he would have been asked to resign. A 
Britisher was in the past allowed to serve in this country in any one 
of the Government offices only so long as he served the British 
Imperialist interests. During the World War II thie Reserve Bank 
served the Government and helped the Government to inflict terrible 
inflation upon our country It also served the Government to 
create a sort of black market on behalf of South Africa and other 
countries for selling gold and silver and giving over all the profits 
to them, not even giving to the public*^ information whether on 
these profits income-tax was being paid to the Government or not. 
The Finance Member did not furnish us the information about the 
Reserve Bank. He used to tell us that it was an autonomous orga- 
nization. We surely do not want it to be so autonomous that the 
Indian Legislature will have no control over it and the Government 
will be so irresponsible in regard to its activities as not ro take the 
elected representatives of the people into its confidence in regard 
to its activities. 

What has been the result of this present constitution of the 
Reserve Bank? It has failed, and failed miserably, in discharging 
its functions. The Resecve Bank was charged with the task of 
helping the rural credit of this country. There was a special 
Provision made in the Act to this elFect, But the Bank did not do 
eppjthing more than publishing some reports and supplying them 
to some of the members of the Legislature! Is that all that w»a 
expected of ths Reserve Bank according to the Central Banking 
Enquiry Committee Report? Why has the Bank neglected the 
development of {|||riculture? Did the Reserve Bank do anything 
to promote our Industries? We also want the Reserve Batdc to take 
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more active part in helping our scheduled banks In their legitimatt 
task of advancing credit to our various ndustries, in stimulating 
a policy of growth of new industries and providing them with 
adequate credit so that these industries can develop in all directions. 
It has done nothing to provide credit for the development of cottage 
industries. 

We, therefore, welcome the decision of the Government of 
India to nationalise our apex banking institution. It will be 
recalled that on 18th February, 1947, a non-official resolution was 
tabled in the Central Legislative Assembly propDsing that the Reserve 
Bank of India should be nationalized. The then Finance Member 
thereupon announced in his budget speech of 28th February, 1947, 
that the Government had decided to nationalise the Reserve Bank. 
This decision could not, however, be given effect at that time; and 
after .partition of the country, the Finance Minister declared on 4th 
February, 1948, that the Government proposed to take steps to 
nationalise the Reserve Bank as soon as possible after 30th September, 
1948, when the Bank would cease to be a common banker for India 
and Pakistan, ‘ The intention of the Government was to acquire th^ 
shares of the Reserve Bank at average market value for the period 
March, 1947 to February. 1948 (opening monthly quotations) and to 
issue instead 3 per cent long-dated Government stock. The question 
was. however, again postponed for the time being; but the Govern- 
ment of India have now declared that on January 1, 1948, the Reserve 
Bank will be completely nationalized. This is to be greatly 
welcomed and is sure to be followed by useful results for 
Indian Banking system and the entire Indian economy. 

Nationalization of the Imperial Bank of India 

But there is need of carrying the pilicy of the nationalization of 
banks further. The Imperial Bank of In Jia, replaced from the apex 
by the Reserve Bank of India long ago, still occupies an unparalleled 
position in the Indian Banking System. The working of the Imperial 
Bank of India has left much to be desired in the past; and there is 
utgent need of its nationalization. ^Ir is, again, a matter of grati- 
fication that the Government, of India have accepted the policy of 
its tvationalization/ But Its nationalization will require information 
which will take time to be gathered. The question of foreign* 
branches of the bank, the compensation to be given to shareholders, 
the base-value of shares to be used for exchange purposes, and so 
fotthi ate being considered. We hope these preliminaries will soon 
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be completed and the Imperial Bank of India will also soon be natidna-* 
Used so^’that it may embark upon various vital banking businesses 
which require expansion and encouragment. 

A Case for State Banks 

The policy of nationalization, which is to begin with the 
Reserve Bank of India and the Imperial Bank of India, should be 
carried to its logical conclusion; and the Government should set up 
its own banks. 

A strong case for the Government banks can be made on the 
experience of the savings banks started by the post offices in 
this country. They can considerably draw upon this experience* 
The post office saving bank pays quite a reasonable rate of interest 
on those deposits. In fact, at one time these deposits had swollen 
to such proportions that Sir James Grigg found it necessary to 
reduce the rate of interest that was being paid on them The post 
office savings bank is trusted by the people of the country. We 
know that it is officially managed, no money has been lost till now, 
there has not been any sort of complaint that any of the savings 
bank branches has failed, there has not been at any time any serious 
run on the post office savings bank except during the short period 
whep the fate of England was in the balance. Even that run was 
not very much. When the Government of India have such long 
experience of savings hank businesses, what is it that prevents them 
from having their own banking system? 

Short of complete nationalization of the banking industry, 
a policy of active participation by the Government in the banking 
business will bring satisfactory results in its train. If the Government 
of India and the provinces enter the business of banking and st%rt 
theit own banks m, competition, if necessary, with the existing banki 
and provide additional facilities for the people, it will pay th^« 
It would certainly help the industries ; it would certainly be able to 
draw funds which ate at pre.sent.shy from^ those people who are unwiU 
ling to trust theit small savings to banks. If Government are able tq 
Starr theit oum banks and open* adequate nuipber of branches, 
they wiU he doing a good thing. of our tieqple vyho wish to 

aave and who ate lavlng will 1 m too glad t^ |)ut 
in such banks* aqd when they get used to the banking habit is 
possible that the otlMr banks will also b^prosperous. 



NATIONALIZATION OF BANKS IN INDIA 


145 


But we should not be satisfied with this position. We want 
a complete nationalization of the banking industry in this country. 
The country is now thinking of economic planning and of 
economic, industrial and agricultural development on a vast scale. 
Planning will require enormous finances. Wherefrom are you going 
to get that? You want to induce our people to save more and place 
it at your disposal. But they want to be given a much greater 
inducement than the ordinary inducement that the money will be 
safe as is offered by the Government Bill and that a small interest 
will be paid thereon. They want to be told that their monies ivill 
be put to the best possible use^ and through the best possible institution 
and through the manipulation of their money no private interest will 
make any profits, and their monies will, be allocated as between 
different, industries, as between different industrial concerns 
which will serve the national cause also. This can be done through 
State banks. 

Our Government may say that every State has started with 
police work and it is only afterwards that it has matured into 
developmental activities and similarly that they are also going into 
it. Then let not the Government talk of post-war development. 
If you want post-war development, you must induce our people to 
give up their hoarding habits. Those of them who can save and 
have got spare funds at their disposal are hoarding their savings. 
And why do they hoard? They do it because they have no faith m 
banks, because they are managed by private interests and for private 
profits — big profits — and because these banks cannot be expected to 
behave. Therefore, the nationalization of banks is absolutely 
inevitable.. And what is more, if you do not do it you are going to 
endanger your post-war economy. And for this reason, what your 
irrigation canals are to our irrigated lands, your savings are for the 
industrial development of our country. Without these irrigation 
canals you cannot draw the savings of our people to the industries. 
Banks can only serve as canals. Is anyone coming forward to 
suggest that irrigation canals shall be owned by these various private 
industrialists? Yes, there was a time in England when these canals 
were owned by private merchants, industrialists and capitalists. 
But they came to realise that that system was really very bad, too costly 
and too cumbersome andjtoo reactionary; so they gave it up. There 
is nobody in this country who suggests that our irrigation system 
as a whole should be handed /over to any sort of profitmaking 
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company. There is no one who at this time of the day is prepared 
to say that our railways should be handed over to the railway 
companies. There was one gentleman by name Wedgwood who 
came down to this country; he investigated our railways or 
pretended to do so and made a report in which he suggested 
that our railways should be handed over to a semi-autono- 
mous organization. No one in this country was prepared to look 
at it: the Assembly simply turned down the proposals. Such is the 
position in regard to railways. Certainly banking occupies a much 
greater key position than railways. And why do you want this kev 
service to be monopolised by the gentlemen who are interested 
only in their profits and in nothing else? We are told that the 
banks are semi-public interests. If so, how can you trust these semi- 
public interests to the vagaries of the profit-earning gentlemen? 
Supposing there is any sort of danger in your not being able to make 
any profits at all; will these gentlemen carry on any banking? 
There is indeed a chance for them to make huge profits in banking. 
Will they possibly be as ready to take up any risky business? They 
have not shown themselves to be so very responsible minded nor 
have they displayed any such appreciation of national interests in 
regard to so many important industries. 

As is well-known, an important function of a bank is to 
manufacture and regulate the distribution of credit. If any parti- 
cular bank has ten crores of rupees it does business worth fifty 
crores or sometimes a hundred crores. In th^t way these people 
create credit and can provide credit also to the country. The old 
quantity theory of money may have been exploded to some extent, 
but neverthelss money can be provided not so much in therms of 
more currency coins and currency notes as in terms of cheques and 
drafts by banks. And why do you allow these private individuals 
to gam control over this huge credit machinery? It is through this 
credit machinery that the Government can finance any peace-time 
or war-time economy. And if our economic development 
programmes are to be executed, then it is most essential that our 
national Government must gain complete control of such a key 
service as the provision and regulation of credit. 
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THE ORGANIZATION OF A BILL MARKET IN INDIA 

BY 

Pares Das Gupta 

There are certain pitiable drawbacks inherent in the structure 
of our national economy. To ensure fullest possible economic 
development, these drawbacks must be removed and the entire 
economy of the country must be placed on a mobile equilibrium. 
The present paper, however, does not offer adequate scope for a 
detailed discussion of the problem in its manifold aspects and the 
author proposes to confine himself to the question cf industrial 
finance. As is well-known, Indian establishments are financially 
much weaker than their foreign rivals, and in most cases this renders 
it impossible for them to properly utilise the modern techniques of 
mass-production. This evidently diminishes their competitive 
strength and affects their efficiency. At the present time and in 
near future, the problem of finance has become all the more serious. 
During the war science wrought miracles and industrial techniques 
have improved beyond recognition. The last ten years have far 
outspeeded the progress of a century. The productive equipments 
of the thirties have already become obsolete and even on the 
organizational aspect achievements in Europe and America have 
been no less astonishing. If in such a world, rich with scientific 
inventions, India aspires to take her rightful place, her existing 
industries must be re-hauled, re-planned and re-equipped and the 
establishments yet to be born must be conceived on the model of 
Euro-American concerns. 

This will necessarily require colossal capital investments and 
any such gigantic planning can be worked and sustained only on a 
^ound basis of healthy cooperation between industrial and financial 
iiouses in the country. Thus, the pre-requisite of economic planning 
is the large-scale-canalisation of the country’s capital resources. In 
the past, Indian financial houses stuck themselves to the principles 
of British banking irrespective of the conditions and requirements 
of the country. This has often betrayed a lack of active coopera- 
tion between the banking institutions on the one hand and the trade 
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and industry on tlie other. In this respect the studied neutrality of 
the Government and the inactivity of the Reserve Bank of India 
have been no little responsible. 

Difficulties in obtaining easy and regular financial accommo- 
dation as needed from time to time have put a serious brake on the 
indigenous industries. Even the established major industries in the 
country have not been spared and the medium-sized concerns, that 
constitute the bulk of our existing establishments, have been 
suffering awkward troubles, t.iO often in their day to day transac- 
tions. The real situation may well he appreciated from the fact 
that as late as 1930, loans and cash credit offered to 64 cotton 
mills in Bombay amounted to 2.26 crores or 9 per cent, of their total 
current financial requirements estimated at 24.83 crores. Conditions 
at Ahmedahad were reported still to be unsatisfactory. Out of 
Rs. 10 crores required on current account by the 56 Ahmedabad 
mills only 42 lakhs or 4 per cent, could be obtained from the banking 
houses. Such a stare of affairs hardly bids well for industrial 
development of the c.^untry. 

Of course, it is not argued here that the commercial banks 
should go out of their way to provide block capital to industries 
and thereby jeopardise their own safety. The function of commer- 
cial banking is now well unders:ood and the need for industrial 
banks and mortgaging institutions has long been mooted out. The 
unhappy experiences of the past may be recalled and the'failure of 
certain big organizations, particularly the Tata Industrial Bank Ltd., 
may also be pointed out. But sjiii one may reasonably plead tiiat 
our banking institutions should be more accommodating to the 
requirements of our industries. In this respect a lesson should be 
taken from the recent changes in the Britisli banking system that 
has definitely been knocked out of the shell of puritanism that it 
had retained and preserved f jr centuries. 

Industrial Finance 

Financial requirements of trade and industry may broadly 
be classified under rwo categories, (a) block capital, and (b) working 
capital. Block capital which should be raised by the sale of shares 
of a company or by issuing debentures is not proposed .to be discussed 
here, as it would be more relevant to the central theme of this paper 
to concentrate on the problem of working capital. Of course, it 
needs be appreciated that in a manufacturing concern a portion of 
the working capital necessarily partakes of the nature of block 
capital inasmuch as a period of three months to one year may lapse 
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before it can be expected to return. In certain industries for instance, 
raw materials are required to be purchase 1 in bulk and the proces- 
sing needs a considerable period of time. In such cases if the funds 
have not been already provided for either from the share capital 
or debentures it may be had from banks in the form of advances or 
loans through the usual procedure of stock hypothecation. 

Besides this, a substantial proportion of the revolving capital 
is normally obtained by discounting bills, and, in fact, all classes 
of hanks undertake this business according to their capacity and 
discretion. Import or export bills of approved parties are discounted 
by the exchange banks. Of course, no clear line of distinction 
can be made between the nature of business transacted by the 
exchange banks on the one hand and the commercial banks on the 
other. As is widely known, the foreign exchange banks working in 
India not unoften undertake to finance even a part of the inland 
trade conduc ed by the European firms. But the Indian section of 
the trade and industry receives little accommodation from these 
banks and for their short-term finance they have exclusively to 
depend on Indian banking houses. Here again, it must be admitted 
that the Indian banking houses have not been as yet, able to meet 
squarely the requirements of the indigenous trade and industry. In 
the absence of an organised Bill Market the trade is seriously handi- 
capped. Reputed firms with their long established connections with 
top-rank banking houses are readily accommodated, but in the case 
of smaller concerns and those of recent growth it is not an infrequent 
happening that they have to knock from door to door, and when 
arrangements are at last effected the rate of interest charged is highly 
discriminatory. The shortcomings of the existing state of affairs 
and the extra cautiousness of «the bank authorities are evidenced 
by their reluctanc.?, until very recently, to discount bills drawn 
against the supply of goods to Government department; municipalities 
railways and other public and semi-publi^: institutions. Even in 
the initial stages of war supply, the contractors had to encounter 
great difficulties in effecting bill discounting arrangements with 
their bankers. Fortunately, however, towards the end of 1943, 
intensification of economic war efforts by the Government elicited 
cooperation from a section of the Indian banks, particularly Bengali 
Banks. Still then, discounting of bills constituted a very minor 
percentage of the total investment of the Indian banks. Thus the 
average amount of bills discounted by the scheduled banks had 
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SCHEDULED BANKS {In Lakhs Of Rupees) 


Bills discounted in India and Burma. (Annual Averages) 


Year. 



1935-36 

... 

359 

1936-37 

• * • • • • 

473 

1937-38 

• » • « • • 

626 

1938-39 

• « • * ft « 

... 484 

1939-40 


525 

1940-41 

• • • • • • 

384 

1941-42 

# • • • • • 

493 

1942-43 

* • « • • • 

218 

1943-44 


559 

1944-45 


... 1,116 


declined to Rs. 2,18 lakhs only in 1942-43 as against Rs. 5,25 lakhs 
in 1939-40, In 1943-44 there was appreciable recovery and in the 
following year the money value of thg average total of bills discount- 
ed was remarkably high at Rs. 11,16 lakhs. This increase definitely 
implies a more liberal policy adopted by the banks and better 
facilities offered for discounting of bills; nonetheless, the pronounced 
efFe:ts. of inflationary marking up of general values, tended to 
bolster up the nominal (rupee) prices of bills to a very considerable 
extent. During the same period the amount of advances made by 
the scheduled banks also increased substantially but the precentage 
of total advances and bills discounted to total liabilities recorded 
a fall. 
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SCHEDULED BANKS {In Lakhs Of Rupees) 


Year 

No. of 
Schedul- 
ed 

Banks 

Total 
demand Sn. 
Time 

Liabilities 

(a) 

. 

Advance 

(b) 

Bills 

discoun- 

ted 

(c) 

Total 
Advances 
& Bills 
discounted 

(d) 

% of 
id) to (a) 

1935-36 ... 

50 

22,056 

8,770 

356 

. 9,126 

41.38 

1936-37 ... 

50 

22,990 

9,511 

470 

9,981 

43.41 

1937-38 ... 

54 

24.1,81 

11,343 

628 

11,971 

49.51 

1938-39 ... 

55 

23,783 

11,585 

486 

12,071 

50.75 

1939-40 ... 

59 

24,558 

12,589 

525 

13,114 

53.38 

1940-41 _ 

63 

26,884 

12,213 

384 

12,597 

46.86 

1941-42 ... 

59 

31,896 

12,020 

493 

12,513 

39.23 

1942-43 ... 

: 

41,049 

9,568 

218 

9,786 

23.83 

1943-44 ... 

75 

59,941 ' 

15,614 

559 

16,173 

26.98 

1944-45 ... 

84 

77,892 

22,422 

1,116 

1 

23,538 

30.22 


The actual treads of events are well summarised in the follow-' 
ing statement quoted from Report on Currency and Finance (1944-45), 
issued by the Reserve Bank of India. It is observed that the 
“advances and discounts showed converse movements to those of 
each and balances until September, 1942, super-posed over a falling 
.general trend of the former and a rising tendency in the latter. By 
then the decline in advances and discounts was definitely over and a 
continuous upward trend started, which was arrested or slightly 
reversed only for a brief period. Altogether advances and bills 
discounted rose from Rs. 80.12 crores in September, 1942. to the 
considerable level of Rs. 287.72 crores in March, 1945, a rise of 259 
per cent, their percentage to total demand and time liabilities 
increasing from 19.6 to 34.9. The average percentage for the year, 
however, was 30.2 in 1945 as against 27 in 1943-44 and 23.8 in 1942-43, 
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and was still far below the pre-war percentage of 50.8 or the 
percentages during the early war year.” Recounting further that 
the inflationary advances of values and prices accounted on average 
for 150 to 200 per cent, increase in the money value of the trade 
bills (in certain sections the increase was over 400 per cent.), it may 
be reasonably inferred that even during the war-time boom the 
commercial banks offered no better facilities for discounting of trade 
and other bills. This betrays a vital lacuna in the structure of 
our industrial economy. Of course, it would be unfair to lay the 
blame entirely on the banking authorities. The absence of an 
organised discount-market where bills of different categories can be 
readily disposed and exchanged, is the principal drawback. But 
to establish such institutions in Calcutta, Bombay and other import- 
ant business centres, certain conditio.is need be fulfilled. These 
will be discussed at a later stage. Still, however, one can hardly 
resist feeling that joint efforts of the leading Indian banks, supported 
by liberal re-discounting facilities improvised by the Reserve Bank 
could have substantially improved the situation. 

Classification of Bills 

Bills that are usually accepted for discounting or rediscounting 
in the money markets of the advanced countries take varied, forms 
and it would be of little advantage to enter into their details. In 
India there is no Bill J/arket approaching the discounting market of 
London and in the matter of discounting bills the attitude of the 
Indian banks still betrays a sense of cautious rigidity incompatible 
to the expansive demands of a progressive economy. This being the 
actual condition in the country, we should better confine ourselves 
to the common types of bills that will be required to be disposed of 
in the proposed Bill Market. Broadly speaking, such bills may be 
classified as follows: 

(a) Treasury Bills 

In every modern State it is the common practice to tap the 
money market for short-term accommodation by issuing Treasury 
Bills. These are generally issued for a currency of three to six months 
and convey the security of the Government and’ as such ‘‘they 
constitute a particularly ideal form of investment for the surplus 
funds of banks” that may not be considered otherwise loanable for 
any longer period. Issue of Treasury Bills now form a part of the 
tegular functions of the Government, intended to enable the central 
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bank to participate in open ma rket operations and thereby to control 
the money market of the country. 

In India these bills are issued by public tender every week at 
the counter of the Reserve Bank. They are generally tendered for b 
a few big banks and the common investing public take little intereSL. 
Thus the Imperial Bank alone absorbs about 40 to 45 per cent, of the 
total issues and another 50 per cent, is taken over by the other banking 
houses. The balance of 5 to 10 per cent, is covered by the contribu' 
tion of private individuals and non-banking instiutions. This 
restriction of the Treasury Bill market is a serious handicap. On 
the one hand, it deprives the Reserve Bank i‘f a valuable means to 
control the money market and, on the other, the absence of any wide 
popular interest in these hills not unoften renders it impossible for 
the Government to obtain accommodation at convenient rates. 
Thus it is rightly observed that “one serious defect of the Treasury 
Bill Marker in India is the absence of any material support outside 
the banks. In London a considerable amount of extra money market 
funds seeks investment in Treasury Bills. This assists the Govern-^ 
ment in obtaining better rates. In India the absence of any material 
outside support makes the Government depend principally upon a 
few banks for the financing of Treasury Bills, and sometimes the 
Reserve Bank has to intervene by purchasing bills on its own account 
to ensure a successful placing of Treasury Bills. This is a condition 
least covetable to any progressive Government having to incur large 
budgetary expenditure. 

In substance, the institution of an organised Bill Market will 
offer Government wide monetary support and the Treasury Bills will 
come to be regarded i*s an important instrument of the money 
market, almost equivalent t<. cash. Thus, they will obtain easy 
currency and shall be freely discountable. It may be noted here that 
at present, the discounting of Treasury Bills is looked upon with dis- 
favour in the Indian banking quarters and naturally, therefore^ 
their holdings of these bills constitute a very minor percentage of 
their investments, the Imperial Bank of India and the big exchange 
banks mainly dealing in them. This deprives Government of an 
important financial support, and to remove this vital deficiency, 
the institution of an organised Bill Market would be in Government’s 
own interests. 

* Bimal C. Ghose, A Study of the Indian Money “M-arket, 

20 
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(b) Foreign Trade Bills 

This class of bills forms the usual instrument of foreign trade, 
and may be sub-classed as Export Bills and Import B.lls. The Export 
Bill is drawn by the Indian exporter upon his overseas buyer and the 
Import Bill indicates a revese course of transaction. The exchange 
banks operating in India, which are almost cent per cent foreign con- 
cerns, finance thc=>e bills and thus, in a sense, control the country’s 
entire foreign trade. This is a condition far from satisfactory. 
Apart from the complaint that these exchange banks in the course of 
their dealing with the tiade unfairly discriminate in favour of non- 
Indian firms, there are other spec fic disadvantages directly arising 
out of the existing conditions. Thus the loreign trade bills, both 
Export and Import Bills, are drawn in sterling so that these may be 
transferred by the exchange banks to their London offices and 
rediscounted there in the open market, instead of being kept in the 
portfolio till maturity. This is in direct contradiction to the 
practice obtaining in other countries where foreign bills are usually 
drawn in the currency of the country of destination. The net effect 
of this is to render the Indian market subservient to th.e London 
money market to a considerable extent, and this too quite unneces- 
sarily. The institution of a Bill Market will help removing this 
incongruity and the Indian banks will have a gre.iter opportunity 
of participating in the country’s external trade. 

(c) Indian Trade Bdls > 

These are of the most common type and may be distinguished 
as bills supplementary to foreign trade bills and those others 
arising in connection with purely inland trade. The first category 
of bills are again financed by the exchange hanks and the 
contributions of the Indian barks are yet anything but significant. 
The latter type, covering genuine inhand trade, are carried in the 
portfolio of indigenous banks. Bur here too the statistical data 
available indicate tr.e unresponsive attitude of the Indian banks and 
their over-cautiousness. 

From the Tabe given on the next page, it will be seen 
that out of a total fund rf Rs. 779 crores at command of the 
scheduled bank^, only Rs. 11 crores were available for financing bills 
and of this again not more tlian Rs. 7 to 8 crores could have been 
available for the discounting of genuine inland trade bills. Thus 
the proportion works out to about one per cent, of the total 
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for the U. S. A. and India, if the vexed problem of India’s sterling 
balances and her need for hard currency is to be solved. The 
U. S. A. shouldered the greater portion of the burdens of the recent 
international war, and India had suffered serious disfigurement in 
the ^economic sphere as a result of the United Nations basing their 
war effort, in the fight against Japan, on Indian soil. The revival 
of world trade is only possible if the sterling bloc is unloo ened, and 
the impediments to trade between countries are removed. During 
seven War years, the U. S. A. had become the second best customer 
of India, next only in importance, to Britain. Opportunities for 
India to have profitable export market in the U. S. A. are there in 
plentitiide which are not as yet properly understood or appreciated 
by our people. This is a scheme which is possible, and must be taken 
in hand without further delay. 

Apart frtim the technical and legal guarantee of Britain, the 
proposed American loan to India is underwritten hy the resources 
of our sub-ccntintent and a people of 340,000,000 who are surging 
forward to reach their freedom and obtain a place of honour and 
self-respect in the comity* of nations. This loan would not be 
frittered away by India, either for paying off any debts, which we 
do not have, or for financing military or other wasteful projects. 
It is distinctly understood that this loan would be utilized for the 
purpose of helping the country to get a move on with her deve opment 
programme, on which the present executive Government of India 
have drafted copious tomes and the Bombay Planners offered sugges- 
tions of enormous importance. It is to be equally well understood 
that this loan would be for the purpose of enabling this country to 
buy her industriil and other equipment from the non-sterling coun- 
tries in particular, the assurance being that the U. S. A. would 
become the principal supplier from this defined portion of the 
world. 

I would suggest the formation of a Mixed Commission of the 
U. S. A. the creditor, India the debtor, and Britain the guarantor, 
to this loan. This Mixed Commission is to be charged with the 
task of scrutinizing the plans of the Government of India for 
industrialization through purchase of equipment from hard currency 
countries, and also to supervise that the money made available to 
the Government of India is not frittered away in any deleterious 
manner. The Mixed Commission would necessarily have powers 
of a plenary character to ensure the application and service of this 
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loan. India would benefit from the guidance given by American and 
British experts on this Commission, as regards the allocation of the 
funds to be made available through the proposed loan. The Ameru 
cans? on their part, would have the guarantee that increased 
industrialization in India would mean a spurt forward in the stand- 
ard of living of our people, who, being a fifth of the human race* 
offer the Americans a potential market of enormous significance to 
themselves and to their export trade. Finally, Britain would not be 
faced with the awkward situation of a free and resurgent India 
pressing forward for the immediate settlement of sterling 
credits. In any case, Britain wou'd have discharged a function by 
India for which her responsibility primary. Additional to these 
advantages, the suggested loan would eliminate, as much as possible, 
international competition^ particularly Anglo-A^^^lcan competition, 
in Indian markets This is an advantage, whose significance cannot be 
lost upon the statesmen of the world who are at pains to demolish 
trade barriers, and to ensure the ordered replacement of the 
material equipment and assets which were destroyed during the recent 
sfven War years. 

I venture to hope that the scheme outlined above in its barest 
skeleton is something which is worthy of notice from India’s po- 
litical leaders, and from the spokesmen o. the British Government 
and the Governmen: of the U. A. 1 have a conviction, born out 
of a considerable personal knowledge ot the intricacies of the prob- 
lems involved in the above scheme, that its implementation would 
be hwiled as a landmark in international relationships. This is a 
scheme based on the inescapable obligations of Britain to Ipdia, 
the inherent rights of India to a square deal, and the trade possibili- 
ties of the U. S. A. in the future. If a scheme of this type is not 
found acceptable by the parties concerned, I foresee great difficulties 
and complications lor every party concerned. A solution along 
the proposed lines in bound to improve Indo-British relationship 
and pave the way for enduring goodwill and co-operation.* 


*This article wa^ sent for publication on 20th June, 1946, but the analysis 
n nd suggestions it contains apbly even today. — Ed. Bd. 



POST-WAR TENDENCIES IN INDIAN BANKING 

BY 

B, T. Thakur 

War has given considerable stimulus to the development 
of Indian banking. Not only there has been an increase in the 
number of banks working in the country, some of them very large 
and show solidness and verility, but the resources of banks have 
multiplied to a very large extent. Before the war the deposits of 
Indian Scheduled Banks were less than Rs. 250 crores but today this 
figure is of the order of Rs. 1,000 crores. 

An obvious question which is uppermost in the minds of our 
countrymen is whether the progress made by Indian banks is of a 
permanent character or there is likely to be recession in their activity, 
think I can safely say that so far as volume of banking business is 
concerned, there should be no reduction. Due to several circum- 
•stances, progress of banking in the past was slow ; hut many favour- 
able factors ha^e arisen which must ensure continued progress of 
our banking. Some of these factors are : — 

(i) Experience and technical knowledge acquired by Indians, 

(ii) General growth in economic activity of the country, 

(iii) Decrease in the activities of money-lenders, and 

(iv) Large scope for expansion. 

There is a definite co-relation between banking activity and 
amount of money ir\ circulation. In the case of India this co-rela- 
tion has beem very poor in the past, much below that of many other 
countries ; and even today in spite of large increase in our notes 
in circulation and deposits alike, our co-relation is much smaller 
than that of other countries. Even if contraction in currency 
takes place, though I doubt if it would actually take place, the 
forces working for increase in bank deposits are so many and 
powerful that their combined strength would more than neutralize 
the effect of decrease in volume of currency. 

% 

In spite of considerable demand for public loans and finance 
for the purpose of war, Indian money market has shown a degree of 
strength beyond the expectations of many ; and the money rates 
have been low. In this tendency of lower rates of interest likely 
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to continue, is another question which agitates both the depositors 
and borrowers alike. Here too I think I can safely say that we 
are in for a continued era of easy money rates. Improved tech., 
nique and experience gained by banks of issue all the world over 
clearly indicate that interest rates must tend to be lower and lower. 
Banks are now regarded more as custodians and safe keepers of 
people’s money and the question of interest for the use of such 
money is receding in the background. Vast schemes of'economic 
expansion which India has on its future programme must also require 
cheaper credit for their successful fulfilment. 

Some months back, a Bill was introduced in the Central Legis- 
lature for the purpose of regulating banking business in India. Some 
may regard this as a measure of undue inteiference in private 
business. But ideas about functions of government and public 
control on important basic economic activities like banking, are 
undergoing such swift changes that it should be impossible for bank- 
ing in any country to escape certain amount of governmental or quasi- 
governinental control. The Federal Reserve B >ard in the United 
States of America has vast powers in regulating rates of interest 
and reserve requirements <T banks. Even in England, which uptil 
now was the greatest stronghold of non-interference in banks and 
public business, changes are taking place which to the orthodox 
mind must seem very revolutionary. The Bank of England not only 
transfers the oldest bank of issue from private hands to public owner- 
ship ; but it gives the British Governn:ent tlirough the Bank, vast 
powers over other banks. In India hanks should be prepared for 
incieasing influence of Reserve Bank or soHiC such agency in their 
working and p:)licy. 

A question has been often put to me about scope of small banks 
in our credit system. If worked on right lines, 1 think they are a 
necessary and valuable part of the Indian credit structure. They 
must, however, observe the limitations under which they are work^ 
ing, and not ape the bigger banks. They do not possess large re- 
sources nor have they the benefit of very capable and experienced 
executive. They must restrict their operations within their areas 
of influence and depend upon personal contact as a means of fruit- 
ful service. Small banks which work with such safeguards must not 
only prove a very necessary element in Dur economic life but on 
account of the increasing protection which the bigger banks and the 
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In certain banking quarters further objections .have been raised 
to the nature of scrutiny demanded by the Reserve Bank in connect 
tion with the discounting of bills of exchange or promissory notes. In 
this regard, it is laid down that ‘"‘when accepting a bill, the Reserve 
Bank will expect the scheduled tank concerned to supply the Reserve 
Bank with continuous information relating to the parties from whom 
it takes these bills, their credit standing, the line of business in which 
they are engaged and for which each bill is drawn, their other liabilities 
so far as known to the borrowing bank from time to time, and other, 
relevant data so as to enable the Reserve Bank to maintain a 
continuous check both as to the soundness of the security and the 
nature of the transaction to. which it relates. The Reserve Bank 
reserves the right to make an independent investigation of the 
standing of the party and of the' riiature of the transaction through 
any agency available to it.” It is not unr atural that such a pro* 
cedure should cause some amount of irritation; but the popular 
grievances are mostly founded on a widespread misconception as to 
the functions and obligatidns of a central bank. It should be duly 
appraised that the Reserve Bank as the bankers’ bank must carefufly 
safeguard itself, and should, through its influence, try to regulate the 
business of tlie member banks. This is in the interest of the banking 
system as a whole as well as the member banks individually. In any 
case, it is imperative that the Reserve Bank must protect itself 
from the farthest possibility of being involved in fraudulent transac- 
tions or bad business. In doing so, it is necessary to invest it with 
certain extraordinary rights and privileges and this too in the common 
interest of the banking business. With the growth of mutual 
confidence and dependability, however, the occasion of exercising the 
rights and powers will become more and more rare, and at length, 
they will be retained as mere prerogatives to be revoked at times 
of emergency. 

Lastly, it should further be noted that the bills of exchange and 
promissory notes eligible to discounting in the proposed Bill Market 
must necessarily be drawn in the proper manner and in conformity 
to the conditions laid down in the Indian Negotiable Instruments 
Acjt^eo that they may be acceptable as sound legal instruments. 

Here it should also be recalled that heavy stamp duty 
P]r6vei:its the use of bills to any considerable extent. The aboUtioti 
.the present stamp duty on bills> tightly condemned as ‘nulsanc^. 
was recommended by the Hilton Young Commission au4 
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subsequently endorsed by the Central Banking Enquiry Committee. 
But as yet. Government have done nothing to implement this recom- 
mendation. It cannot be overstated that in spite of other conditions 
being fulfilled, the exorbitant incidence of stamp duty will stand 
out as a serious obstacle in the way of developing a Bill Market. 
The incidence of the duty is all the more pernicious on agricultural 
bills, and it comes to be more keenly felt when the bank-rate falls. 

Const! tMfi on 

The constitution of the proposed Bill Market practically follows 
from the conditions laid down above. In fact, the counter of every 
scheduled bank and of the Reserve Bank will form an integral 
part of the Bill Market inasmuch as they will accept bills for 
discounting or re-discounting Still, however, for better facilities 
it is suggested that an open maaket be established in places like 
Calcutta, Bombay and Cawnpare under suitable public organizations 
constituted after the fattern of Stock Exchange Associations. The 
principal function of this organization would be to regulate all 
transactions in bills, hundis and otier allied negotiable instruments 
of the money market, and to lake such steps as would be deemed 
necessary from time to time, to check fraudulent activities of design, 
ing persons. Memteiship of the association should be restricted to 
the following : 

(i) All the scheduled banks having their offices in Calcutta, 

Bombay, and Cawnpore (i. e. at the centres where such 
bill markets are proposed to be installed in the first 
instance), and intending to participate. 

(ii) Provinciol co-operative banks. These institutions, with a 

network of smaller organizations, play a vital 
role in the movement of agricultural finances The 
prospects of post-war development of Indian agriculture, 
if properly explored, will vastly increase the demand for 
rural credit, and with the establishment of licensed 
warehouses and growing popularity of agricultural 
bills, the proposed market will come to be the fountain- 
head of easy finances. But in this respect at least, the 
measure of success will depend upon the effective 
irrigation of financial resources through suitable channels 
down to land and and labour. ThiS would, however, be 
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possible only by linking the provincial co-operative banks 
and through them the entire co-operative system to the 
central money market* 

(iii) Indigenous Shroffs, lathe Indian money market, indigenous 

shroffs occupy an important position. Though in general 
public opinion in the country seems to disfavour the 
activities of many, there is no denying that these indi- 
genous bankers, in their traditional way, operate in a 
field where commercial bankers are still hesitant to enter* 
It is doubtful if at any time the entire field of their 
activities can be covered by modern banking institutions 
without risking themselves too much. Nonetheless, 
these shroffs will continue to fill in certain unavoidable 
gaps in our credit structure for many years to come^ 
and hence it would be imperative to consider their 
eligibility to membership of the Bill-Market Association. 
Of course, all the shroffs cannot be admitted to member- 
ship without discrimination, nor can all of them claim 
unquestionable status and solvency, But shroffs of 
accredited business integrity should necessarily be 
included in the list of membership. 

(iv) Veensed Bill-Brokers. As in the case of stock-exchange 

associations, there should also be another class of 
members, especially experienced in dealing with bills, i. e. 
the licensed bill-brokers. Through the agency of these 
brokers, it will be possible for ordinary public to invest 
in the bill-market. This when sufficiently popularised 
will go a long way to mobilise resources in possession of 
private individuals to the benefit of all. 

Conclusions 

The urgency of popularising the bill system and of installing an 
organised bill-market will be widely conceded to-day. In fact, there 
have been prolonged discussions in the past and though difficulties 
have been fully weighed, the economists have always emphasised the 
need for bold initiative. Until the creation of the Reserve Bank of 
India the situation was admittedly different and Government 
initiative in the matter could hardly expect easy fruition.* But now 
the general conditions have improved, and improved substantially* 
21 
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The Reserve Bank has obtained appreciable control over the money 
market in the country, and the Indian banking system is no longer 
shrouded in ilbunderstood secretiveness. 

It is not, however, maintained that difficulties are none, nor 
is it argued that the entire scheme can be put to smooth working all 
at once. But the path of possible action is definitely much better 
laid now than before, and there is no reason why bold initiative and 
courageous enterprise in the right direction should fail. Moreover, 
the time-factor has assumed greater importance now. In the free 
India of today, bold measures will have to be taken to grapple the 
country’s problems, and it should not be impossible for the author- 
ities to undertake a course of action in consonance with the 
scheme proposed herein. Further, it cannot be repeated too often 
chat economic regeneration of the country, postulating rapid 
expansion of agriculture and industries, will demand complete 
mobilization of our financial resources and their diversion into 
productive channels. Organization of the proposed bilhmarket will 
serve this purpose well. Lastly, it will be of no little advantage to 
the Cjovernment, inasmuch as they will receive wider financial 
support in respect of their time-bonds and treasury bills. Ii is, 
therefore, urged that the Government of India in consultation with 
the Reserve Bank should take into their immediate consideration 
the scheme put up here or any workable alternative, to establish 
organized bill-markets at major commercial centres in the country 
like Calcutta, Bombay and Cawnpre. 



STOCK EXCHANGE REFORM 

BY 

K. L Garg 

One of the most important pieces of reform that is long overdue 
is that of the Stock Exchanges. At times, it has been admitted by 
various economists, writers and politicians that speculation is an 
evil and must be checked or controlled* so much so that two former 
Indian Finance Ministers, Mr. Liaquat AU Khan and Mr, Shan- 
mukham Chetty referred to it in their budget speeches and promised 
to formulate necessary legislation in this direction. But nothing 
tangible has yet come out. This shows the importance of the subject 
and its difficult nature. 

Speculation, it must be understood, is a necessary evil and 
thus cannot be checked with advantage. It can be regulated so as 
to free it from its^'inherent weaknesses without in any way disturb*^ 
ing the 6nancial structure. The main function of speculation is 
to promote the establishment of equilibrium of demand and supply 
in the market and thus to help in tl.e smooth course of consumption, 
production and exchange. The function of a Stock Market is to 
provide a ready and easy convertibility of securities and thus enable 
the industries to obtain the necessary hnance. The Stock Exchange 
thus serves a useful purpose as it provides necessary mobility to capital 
and directs the flow of capital into profitable and successful indus^ 
trial enterprises. But it is not free from its shortcomings 
and of late has been responsible for much hectic speculation and 
overtrading. 

During the war period the Stock Markets were all the more 
disturbed and disorganized mainly because of the wide fluctuations 
of security values which were due to the circumstances of war which 
btought enormous fortunes to the Indian merchants through blacks 
matketitigf profiteering and hoarding as also through the immense 
increase in currency notes in circulation. Prices improved all round 
and hectic fluctuations were witnessed on the declaration of war. In 
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May, 1940, surtender of France affected Stock Exchanges adversely. 
Special measures were undertaken to control the trouble. Calcutta 
market was closed for six weeks and forwarJ trading was suspended. 
A ban on ‘Budla^ (carry over) was imposed at the Bombay Stock 
Exchange in September, 1943. In addition a number of other 
measures such as the ban on forward trading in cotton, dividend 
limitation measures, cloth control order, restrictions on company 
flotation end measures to control speculation, were responsible 
successively for the disorganization of Stock Markets during the 
period. The Defence of India Rule 94-C did more harm than 
good. Instead of putting a check on the highly speculative 
tendencies of the operators, it aggravated them. Business was 
diverted to ‘Grey Markets’ and price manoeuvring and manipula- 
tions gained ground and bona fide sellers were handicapped and 
short sellers were penalized for performing their normal functions. 
But at the same time there are certain inherent defects of the present 
Security Markets in our country because of the non-existence of 
a rigid and rigorous piece of legislation, like that of National 
Security Act of U. S. A. The practices of our Stock Exchanges 
widely differ from each other and they need a thorough overhauling. 

It is more often suggested that speculation should be checked 
in all possible ways. To my mind this is not a feasible solution and 
would be just like killing ^a patient with a view to cure him. The 
patient needi proper diagnosis and medication so that he may exist 
and render necessary service. Stock Exchange practices similarly 
should be guided and regulated on sounder lines so that the specu- 
lators may not be able to rake undue advantage of the situation 
and the market may be free from all manipulations of the stock 
brokers and that the speculation may be carried on with all the ability 
and foresight and may serve the interest of the investors. 

Healthy speculation that is based on scientific knowledge of 
business conditions is always advantageous and must be fostered, 
while, on the other hand, unhealthy speculation which leads to 
gambling is a social evil and brings about much injury and waste. 
There should be a fine line of demarcation between the two. When 
speculation is carried on. the basis of unfounded rumours and 
imperfect knowledge of business conditions, it brings about economic 
disturbance and is responsible for much waste. It simply enables 
the individuals to fulfil their selfish motives and is injurious not only 
economically but socially and morally as well. 
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Regiilation of speculation and Exchanges is therefore an urgent 
necessity and if our country is to be industrialized and the industries 
are allowed to develop on sounder and modern lines, it is highly 
necessary that Stock Exchange reforms should not lag behind. 

The main problem that confronts us is lack of unity amongst 
the various Stock Exchanges of the country. Though they spe- 
cialize in one or more security because of localization of industries, 
yet their practices widely differ from each other. The various 
enactments and regulations made under the Defence of India Rules 
cannot continue for long and it is necessary in the present conditions 
when the country has achieved independence that some sort of 
legislation on an AU-India basis must be enacted to unify the 
practices of the various Stock Markets. The ad Hoc measures taken 
by ti.e Government from time to time will not solve the problem 
and a permanent government machinery which would watch the 
activities of the Exchanges and take suitable measures with a view 
to safeguard the interest of the investors and of the nation as a 
whole, is needed. The Government machinery so set up would not 
only coordinate the activities of the various Exchanges of the 
country, but at the same time would bring about permanent reforms 
in the practices of Stock Exchanges. Stock Exchanges form great 
financial centres and their failures on various occasions in Delhit 
Kanpur, Madras and at various other centres have led to the 
weakening of confidence of the investors, and with a view to provide 
adequate financial facilities to our industries this confidence is to be 
restored. Whenever any new Stock Exchange is to be started, the 
possibility of its success must be carefully examined and its rules 
scrutinized so that a new Stock Exchange can only come into 
existence after the sanction ot a competing authority. It is, therefore, 
necessary that with a view to develop the investment habit 
amongst the Indian public, an All-India legislation to control and 
unify the activities of the Stock Markets must be enacted. 

We agree with Dr. Thomas that a provincial action in this 
respect would not be effective as a large part of the Stock Exchange 
business is in inter-market counters and manipulations and pool 
activities are all on an All-India scale and to curb them an All* 
India Legislation is highly necessary. Further, uniformity of busi- 
ness and practice will not be achieved if the administration of Stock 
Markets is left in the hands of the Provincial Governments. 
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Not only speculation on Stock Markets is to be- oointroll^- 
directly by introducing a rigid AU'India Legislation with a provision 
of a Controller of Stock Exchanges, vested with wide powers and 
having jurisdiction over all the Stock Markets of the country, 
assisted by certain office assistants watching the daily progress 
and development of these markets, but also by edoptitig all such 
measures which will restrict the scope of speculation, in other words 
by minimising the facilities ‘of speculation as well.. With the 
introduction of Stock Exchange Legislation, it may be necessary to 
reform the Company and the Banking Laws as well. The Directors 
and the Managing Agents who take advantage of their position and 
have, at many times, been responsible for the leakage of certain 
information much in advance to their relatives and friends, who 
in turn take undue advantage at the Stock Market at the expense of 
the investing public, should be liable to severe punishment and the 
provisions should be so modified that the necessary information 
may be available to the public at the proper time. It may also need 
a control of corporation dividends as also a control of investment 
for which the establishment of an Investment Board may be necessary. 
The byelaws of all Exchanges should be subject to the approval of the 
Controller of Exchanges and a uniform policy should be formulated 
regarding the methods of business. In brief, every detail should 
be supervised, controlled and regulated by the Controller and the 
Investment Board. 

It must, however, be noted that this piece of legislation, which 
may be in the process of preparation at the Finance Minister’s table, 
should not unduly restrict the business, because in that case the busi- 
ness shall be diverted from the floor of the exchange to uncertified 
brokers and to "Gutter Markets.” In no way the freedom of the 
market which is so essential for the investor and the speculator 
should be curtailed. The main object of legislation ought to be to 
see that speculation is not allowed to go beyond reasonable bounds. 

In this connection, it shall also be necessary that the brokers 
are provided proper training regarding Stock Exchange technique and 
practice. The work can conveniently be taken up by the InveMment 
Board and the Government should set up a Stock Exchange ResMrch 
Organiration to carry on the necessary research with a view (o reform 
the investors and the market alike. 
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While framing the legislation, we cannot afford to neglect the 
conditions prevailing in other advanced countries like U. S. Ai^ 
England, etc. As pointed out above, we cannot run completely on 
the lines of socialistic economy under the present circumstances 
and. close the Forward Trading at all. Forward Trading must coiv 
tinue under proper control and for this purpose it will be necessary 
that Ready and Forward Deliveries should be unambiguously defined. 
The forward business, when suspended during the last war, was 
carried on under the disguise of Ready Delivery which was restricted 
to eight days. It is too long a period and provides opportunities for 
manipulations. The period of currency of forward contracts should 
be precisely defined and should not be a long one. The introduction 
of the system of margins is of immediate necessity with a view to 
check the speculators from' trading beyond their means, and with 
a view to carr on Forward Contracts on sound lines as also to rest' 
rict the magnitude of speculation. A provision to this effect has been 
made in the recent legislation on Stock Exchange in South Africa, 
under which the client is required to deposit with the broker such 
securities as will provide a minimum cover. 

The non-existence of a system of margins makes possible for 
the people of small means to .trade on the market and this often leads 
to overtrading. From time to time various schemes of margins have 
been suggested as a preventive to corners and crises. Morlson 
Committee, for example, was in favour of a simple system of margins 
as in its opinion a complicated system would either be evaded or be 
ineffeciive. The Committee simply indicated the directions fora 
system of margins with a view to impose a check on the initial 
triinsactions and discourage its prolongation beyond the due date of 
the original settlement. The suggestions of^the committee referred 
to (a) a percentage margin on the initial buying price (bargain price), 
(b) an additional percentage margin on the making-up price at the 
first settlement if the security is carried over and (c) further additional 
percentages as supplementary margins at each of the following 
settlements. 

Mr. A. D. Shroff in his evidente before the Morlson Committeitt 
suggested a system of margins under which every broker was required 
to submit every day a list of the transactions at the. over-night 
dosing time in order to prove that he' had the tequislte margin frdiu 
hiscUent^. He wanted the Ooverntnent to take power under the' 
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Bombay 'Secu*ltie» Contracts '•Corittol Act* IWS, to <|^rhiit forWar (f 
dealings only under prescribed margin requirements with power 
to vary the margin from time td time in consultation with the Stobk 
Exchange Authorities. As for him* mere initial margin, was 
>pnough, but was to be maintained at the required level as the 
transactions increase, with a slight concession in respect of time to 
up*countrf clients- and the same,' restrictions to apply to brokew oi 
firms who deal in their own accounts. 

Recently a scheme of margin has been drafted bv Mr. K. R. p. 
Shroff, President, Bombay Stock Exchange. The scheme 
provides for a 10 percent margin to be demanded when there is a 
fall of 10 per ctent or more and no margin is to be called' when 
there is a continuous, rise :in prices. The broker under the schemie 
has the option to demahd ah initial and additional margin if he so 
desires. But the client is not obliged to put up the margin. It is 
a matter of agree.nent between the two. But in actual practice -if 
initial or additional margin is required by the broker, tlie client 
would always submit it, but for fear of losing the client the broker 
will not do so except in exceptional circumstances.' 

4 

The scheme drafted by Mr. K. R. P. Shroff seems’ to be one- 
sided.only and may be said to be Mandi Scheme, as no'margih is 
necess-iry in ctstf the price ri83S beyond the budli price. It will thus 
enCburage short.>8elling. But at the same time it does not seem at 
all necessary that a margin settlement should take place, whenever 
the prices rlstf beyond the budli price, as any rise in pticjp will 
automatically push up the margin. But at the same time in any 
scheme ttiargin it shout'd be provided, that the margin should 
not be alibied to fall below a certain percentage by any rise or 
fall in pf iee and should be maintained at a fixed level. Then -oniy 
speculatOfs would be prevented from -dealings beyond their limits 
a tidftflit purpose of margin requirement shall be fulfilled. Thus a 
moAa^t be^nning may be made in this direction by providing f6r 
air ftl^lal deposit as ulso for the .maintenance of the margin' ai « 
fiiid percentage. Though ,a kheme* of margin qannot abdH^ 
ftistjitati&n'totally, 'but i«d»at Is rteedyd is to restrict its. myjfi^ude 
IGt.' that . dealer's may -be prevented from speculating behind titiiir 
(i0iaAs. A system of margins undoubtedly discourages over^traditkg 
excessive spaqulatioa/and provi^^s a protection to the bfotchcs 
ftota the possible weakness .cif, the client' and:'fiuar.dtfr themVaanlnl^ 



STOCK EXCHANGE REFORM 


169 


their poor fiaances. It is therefore desirable that a provision for 
margins should be made in the legislation and the margin should be 
kept deposited by all, whether a member or a non^member, with some 
Stock Exchange authority* preferably the Clearing House and 
should not be allowed to fall below a certain percentage, though a 
little concession in the matter of time may be allowed in the case of 
upcountry clients. 

This provision of margin or minimum C3ver should not apply 
to the investors only, but to the brokers as well and may safely be 
kept deposited with Stock Exchange Clearing House. Provisions 
to restrict the activities of speculators beyond their means should 
also be made ; for example, loans against the securities of shares by 
brokers should be prohibited and the loan advanced on the security 
of other assets should not also exceed bey end a certain sum. At 
the same time the interest of the investors should also be safeguarded 
and in no way the brokers be allowed to take undue advantage 
of their position over the investor; e. g., a broker should be prohibited 
from selling his own holdings to a client or from acquiring himself 
the client’s holdings without the client’s permission and a disclosure 
to this effect must be made on the Bicker’s Note. Provision should 
also be made for the Audit of Brokers* Accounts and any infringe- 
ment of rules and regulations framed under the law should be 
severely punished. 

At thi Bombay Stock Exchange, the most prolific source of 
overtrading is the activity of a class of memters of the Exchange, 
who are not brokers in the real sense of the term, i. e. men who live 
on remuneration for the sale and purchase of shares on behalf of bona 
fide customers. ' Some members, the so-called brokers and miS'Called 
jobbers, carry on what is known as tarawani business which is entirely 
of a parasitic nature. They rush in to buy or sell according as they 
find bona fide brokers trying to execute buying or selling orders. Their 
operations necessarily result in price movements almost always 
to the detriment of clients’ buying or selling. These tarawaniwalas 
hardly keep any outstanding business overnight and they con^ 
tinuously go on buying and selling at a small range of fluctuations. 
Their actions are nothing but gambling in differences. This leads 
to consequent overtrading which at times has resulted in disaster 
and crisis. This state of affairs should be reformed. But as the 
size of business at the present time does not warrant a permanent 
classification of members into brokers and jobbers, which is very 
desirable, the members should declare at the beginning of each year 
whether they wish to act as a broker or a jobber or both and the 
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management must see that the decisions are scrupulously adhered 
to. This will protect the bona fidi brokers from the uneconomic 
competition from jobbers who will be debarred from dealing directly 
with the public. At the same time, investors will be ^assured of a 
fair deal through bona fide brokers, if they make a right selection. 

Besides the system of blank transfers, so rampant in the country, 
should be properly regulated. The use of blank transfers affords 
an opportunity for further speculation. Under the present system, 
the seller transfers to th#" buying broker a blank transfer form 
duly signed together with the scrip and the buyers do not get their 
shares registered in their own names at the company’s offices, as 
they intend to sell these shares again as soon as the market improves. 
No doubt the system encourages speculation but owing to the peculiar 
conditions jf the country which requires capital for its industrial 
advancement, it is not feasible to abolish the system of blank 
transfers. But its period of currency should be restricted to three 
months and an alhlndia legislation should be enacted to this effect. 
But at the same time, it must not be lost sight of that the present 
practice of using blank transfers is to a large extent due to high 
scale of stamp duty on transfers. If the rate of duty, therefore, is 
made nominal, the practice of using blank transfers will be consi-' 
derably curtailed. 

Provision should also be made for the Government representa^ 
tion on the governing bodies of Stock Exchanges, as in the present 
state of affairs when internal management and discipline is to be 
developed on sound lines, such a representation may prove very 
fruitful. Then again such a representation, as pointed out by 
Dr. Thomas, it also necessary because the Stock Exchange has its 
own repercussions hni the banking system, credit structure, trade, 
commerce and on the general security of the country.’ Besides 
such a representation has worked well in U. S. A. and is likely to 
work well here as well. 

Private compromise, tht ugh punishable under the rules of the 
Bombay Stock Exchange, is very common in Pombay and provides 
an encouragement to unhealthy speculation. On the B^ mbay Stock 
Exchange, there exists a Defaulters’ Committee, but t)ie Committee 
seems to have no work. This laxity in the enforcement .of rules 
further encourages reckless and irresponsible dealings at the Stock 
Exchange, as the members know that, if they overtrade, they have 
more to gain than ^o lose since losses have not to be paid in full 
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and can be concipromised. Such a compromise should not be permit- 
ted as the members who may be in a positipn to pay may make a 
compromise and creditors may suffer for nothing. The Defaulters* 
Committee should go into the whole question of Investigation. 
The rule should be rigidly enforced with a view to remove un- 
scrupulous defaulters from the market who take undue advantage of 
the market conditions. The Morison Committee was also not in 
favour of compromise when it observed that compromise in any 
shape or form in order to avoid default should be prohibited under 
pain of severe penalties. 

Under the present rules of our Exchanges, authorized clerks arc 
not permitted to make bargains in their own names, but they are not 
prohibited from dealing for themselves. They can buy and sell on 
their own account through a member, in the name of a member and 
under his instruction's. This leads to a serious abuse. For example, 
if a clerk has k large order to be executed in the market* he can 
first deal on his own account at rhe advantageous price and his 
employer or the client might be the victim. Such authorized clerks 
should .not be allowed to do business for themselves and any member 
permitting his autl*ori2eJ clerks to cn:er into business on their own 
account should be fined and for repetition gradually suspended and 
expelled. At the same time, these clerks shojid be permitted to 
enjoy certain benefits and privileges. They should be provided 
with better prospects. Their minimum scale of pay should be laid 
down by the Exchanges and a number of seats for membership should 
he reserved for them. 

Provision should also be made for the protection of the inves- 
tors from investing in unsound companies through listing regulacionj 
of the Stock Exchange which should call for such information as 
would enable the Listing Comrrhttee to judge the soundness of the 
company and provide for closer scrutiny of securities before they 
are actuahy listed and shares are allowed of a market on the Stock 
Exchange. 

To restrict the magnitude of speculation, it is also necessary 
that the list of securities should be widened and opportunities pro* 
vided for a large number of investors. At the Bombay Stock 
Exchange, shares of only those companies can be traded in, which 
keep a register in Bombay, This is not a very desirable restriction. 
There is no reason why shares of companies having a register in 
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various parts of India should not be pernaitted. This would widen 
the field of business and would reduce wide fluctuations. In 
addition deferred shares are by their very nature more speculative 
and it will be in the interest of the invesjting public if they are 
removed from the forward list at the Bombay Stock Exchange. 
Such shares lend themselves to speculative activity of an uncon- 
trollable character and at times have been a source of impoverish- 
ment and trouble to many. Such shares have been a cause of panic 
on the market and the desirability of removing them from the 
forward list may be considered with advantage, with a view to 
check unhealthy speculation. 

In order to provide additional business facilities to investors, 
the number of shares sh mid be increased. The denomination of a 
share should be lessened There is a general tendency in Calcutta 
towards shares of small denominations, while in Bombay towards 
large denominations. From the point of view of general economic 
conditions, the shares of small denominations seem to be better fitted 
to India. The large denomination shares are suitable for specula- 
tion and there are great chances for their cornering. Lower 
denominational shares will stimulate the small investors to put their 
savings in them and corner possibilities would become rare. To 
achieve this object companies having shares of large amounts should 
be persuaded to split them and, if necessary, Government might 
intervene. 

Better facilities should also be provided to the investors with 
regard to market quotations. The quotation service at our Exchanges 
is the poorest in the world. The rre>ent blackboard at the Bombay 
Stock Exchange should be replaced by electric boards which should 
show the current market prices of active securities from time to 
time. The present blackboard is often behind time. Electric or 
mechnical tickets are also desirable and should be introduced 
as soon as possible. 



INDIA’S STERLING LOAN TO BRITAIN 

BY 

Sir Abdul Halim Ghuznavi 

The vast sterling debt which Great Britain owes to India has 
been a major factor m the Indo-British relationship for some time 
past. The manner in which the loan was taken from India, as also 
the question of its redemption, have been engaging the attention of 
our economists, industrialists and politicians for some time past; 
but so important, fundamental and enduring is the whole problem 
that for at least some time to come, it is bound to rank among India’s 
leading economic issues till it is satisfactorily solved. Even as a 
chapter in the economic and financial annals of the country, it is 
bound to have determini.ig effect on the future relations between 
India and Great Britain. 

Out sterling loan to Britain has been called from its very outset 
as India’s Sterling Balances. India’s accumulation of huge sterling 
balances is, in the present-day context, a war-time phenomenon 
which on the one side has led to the transition of this country from 
a debtor to a creditor nation and, on the other hand, has brought 
untold sufferings to the people of this country by means of an 
inflationary financial expenditure the like of which has not been 
experienced by this country before There has been nothing unusual 
in the accumulation of sterling for India up to a certain limit, even 
before the War, as a backing for India’s currency in accordance 
with the Reserve Bank Act. No one, however, could realise the 
implications of the accumulation of sterling by the Reserve Bank 
till India was exposed to the actual dangers of galloping inflation. 
Until lately it was not realised that this harmless provision which 
authorised the Reserve Bank of India to keep jointly gold bullion 
and sterling securities as the backing of India’s currency could be 
utilised to finance the economy of the country in a most unorthodox 
manner regardless of its effects and the consequences on the people. 
Under normal circumstances, when sterling was freely convertible 
into gold and represented purchasing power in international trade, 
the accumulation of sterling by the Reserve Bank of India was not 
found objectionable. But with the outbreak of the World War ll, 
the conditions materially changed. Sterling was no longer a free 
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currency. Under war-time restrictions and exchange controls, 
sterling no longer provided an international purchasing power. 
This was a very significant change in the position of sterling and 
its qualification to continue to back India’s currency to an unlimited 
extent became most doubtful. However, this is only a part of the 
story. It was not in the least expected that this formerly innocent 
currency mechanism woidd later be used by H. M. G. to build up 
enormous credits to finance their almost unlimited w^'r expenditure 
at the expense of tlie creditor country itself. By means of this 
currency mechanism, India has accumulated sterling which stood 
at £ 1,160 million (or Rs. 1,547 crores) in June, 1943, immediately 
before the commencement of negotiations between the two countries. 
It is well to realise beforehand the extent and stature of India’s 
sterling balances which represent at least fifty per cent of her national 
income and amount to twice the total capital invested in Indian 
Industries before the War. Undoubtedly, the accumulation of such 
vast sterling balances and the problem of their disposal should and 
must have a great effect on India’s economy. 

In a broad sense, sterling balances consist of all War-time capital 
claims held by Governments, Central Banks, Currency Institutions 
and individuals outside the U. K. against gold and foreign currency 
controlled by the U. K. As already explained, India’s sterling 
balances have been a part of her currency system even before the 
War. It was during the War that His Majesty’s Government realised 
the possibilities of utilising the Reserve Bank Act to finance their 
heavy War expenditure in India. The War proved the great strategic 
importance of India as a valuable military base. The War with 
Japan bi ought a number of British troops into this country and the 
defence expenditure of H. M. G. in India went up at a great speed. 
It is estimated that from 1939-40 to 1944-45 out of a total expenditure 
of Rs. 2,250 crores in India, H. M. G’s share was to the tune of 
Rs, 1,400 crores. According to any sound principles of public finance, 
this expenditure could be met only by providing the requisite rupee 
finance in this country. For this purpose H. M. G, could have 
either raised rupee loans in India or exported capital equipment and 
developed new industries in this country as was done in the case of 
certain other countries to enhance the productive capacity for 
meeting War requirements. H. M. G. could have also added to their 
rupee resources by liquidating British investments in India as they 
did in the case of the U. S. A, before Lend/Lease. But none of these 
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methods was utilized to meet the growing War expenditure in India. 
Instead, India witnessed a novel method of financing the War and 
raising rupee funds for H. M. G. The situation was met by accepting 
paper promises of H. M. G., named sterling securities; and by issuing 
currency notes against them. These balances, which accumulated 
on various accounts, were invested and re-invested in British Treasury 
Bills (bearing i % interest); and they were included in the assets of 
the l >sue Departmeit of the Reserve Bank of India which printed 
one-rupee notes against their backing and gave them to the Govern- 
ment of India for making purchases for H. M. G. This method gave 
to H. M. G. the freedom of spending in the country almost without 
any restrictions. As currency circulation was increasing every day> 
the rise in prices caused further expenditure to H. M. G. which led 
to further growth of sterling securities and in turn to greater infla- 
tion. The goods supplied to H. M. G. in India in the ultimate analysis 
became available because of the reduced consumption of those whose 
purchasing power fell on account of the rise in prices. It, therefore, 
in effect became a type of forced loan from a class of people in India 
who could least afford it. Sterling securities, therefore, became the 
basis of India’s currency expansion. The following Table would 
indicate the relation between the growth of the sterling balances and 
the rise lu the currency circulation : 


TABLE 

Sterling Balances and Notes in circulation 


Year 

Sterling balances 
with the Reserve 
Bank of India 

N 3tes in 
circulation 


(Crores) 

(Crores) 


Rs. 

Rs. 

1938-39 

71.16 

182.4 

1339-40 

90.97 

1 209.2 

1940-41 

169.24 

; 241.4 

1941-42 

211.03 

•307.7 

1942-43 

; 394.22 

513.4 

1943-44 

755.24 

777.2 

1944-45 

1182.20 

968.7 

1945-46 

1549.49 

1162.6 

1946-47 

1062.71 

1223.0 

1947-48 

1542.27 

1227.8 
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It is interesting in this connection to ascertain the composition 
of India’s stetling balances. Apart from the accumulation of sterling 
balances on account of His Majesty’s Government’s defence expendU 
ture in India, there are certain other important items which go to 
make up the present figure of our sterling credits Firstly, they include 
all India’s dollar and non-sterling assets including India’s excess 
balances from normal trade which are compulsorily acquired and taken 
over by the Empire Dollar Pool. Secondly, they represent India’s 
favourable balance of trade with the U. K. during the \C^ar. Thirdly, 
they include direct purchases of India’s raw materials and food by 
the British Ministry of Supply for meeting defence requirements. It 
is not difficult to realise from this classification that the nature of 
the accumulations under the above headings, excluding defence 
expenditure, is that of purely commccial obligations incurred by 
Great Britain. There should not be any question of the adjustment 
of this credit except as a commercial obligation, as far as India’s 
sterling claims are concerned. Out of these sterling accumulations, 
the figure relating to India’s favourable balance of trade with 
U. K. during the War, alone, amounted to about Rs. 370 crores. 
The total British purchases in India might be calculated to amount 
to over Rs. 500 crores during the War, Similarly, when the details of 
the Empire Dollar Pool are published, it would also amount to a 
considerable figure. This would indicate that a considerable portion 
of our sterling assets is in the form of purely commercial obligations 
of the H, M. G. in India. 

It might also be helpful to say something ab''Ut the defence 
expenditure as a who’e. According to the Financial Settlement 
negotiated with H. M. G. in 1929, the Defe.ice Budpe. of India was 
to compose of (a) India’s pre-war normal budget of effective charges, 
Rs. 36.77 crores, (h) a sum to adjust the normal budget for a rise in 
prices, (c) the cost of Indian War measures which were to be regarded 
as purely Indian liabilities having been undertaken by India for her 
own interest, (d). contribution towards the additional cost of her 
external defence. By virtue of this Financial Agreement and lack 
of clarification of the joint VI ar measures, the-G 'vernment of India 
practically agreed to pay for a great part of the War effort of the 
British Empire. The extent or the financial burden that is to be 
borne by India as'a result of this Financial Agreement goes to prove 
that India has been made to pay much note than was warranted for 



INDIA’S STERLING LOAN TO BRITAIN 


177 


her own defence. India’s defence expenditure of Rs. 50 crores before 
the war increased to Rs. 458 crores in 1944-45, meaning thereby an 
increase of nine times of the pre-war defence budget. India’s total 
defencfe expenditure during the war represents more than thrice the 
total net expenditure of the Central Government during the eight 
years before the war. Indeed, the Table below shows that 
though our defence expenditure again register a rise after the vivisec- 

TABLE 

Defence Expenditure of India 


Year 


Defence Expenditure 
(Rs. Crores) 

- 1938-39 

... 

46 18 

1939-40 

... 

49.54 

1944-45 

••• ••• ••• 

458.32 

1945-46 

• •• ••• 

395.32 

1947-48 

(Revised) ... ^ ... 

. 86.63 

1948-49 

(Budget) 

121.08 

tion of our country, it is today a small fraction of what was spent 
in 1944-45 and 1945-46. Such a vast expenditure was incurred by the 
Government of India irrespective of the economic conditions of the 
country and the capacity of the people to pay. The finance of this 
expenditure by the issue of new currency notes backed by 
additional sterl ing credits came in liandy to His Majesty’s Govern- 


ment • 

Any consideration of India’s national income would clearly 
reveal that India’s contribution to the war effort had been much in 
excess of her capacity to pay. The economic and financial burden 
that a country can bear is ultimately dependent upon the size of its 
national income and incorne per capita. If the U. K. can contribute 
fifty per cent of her national income towards the war expenditure 
with a per capita income which is fifteen times more than India’s, 
there is every justification that Indian expenditure should be propor- 
tionate to her total wealth. Comparative data regarding the size 
and per capita income of countries like the U. K., U. S. A., Canada, 
Australia and India* show that India’s burden of the war effort has 
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1>een more than should have been proportionately levied. In return for 
the sacrifices that India made to the war effort, quite out of propprtipn 
of her capacity, she suffered inflation resulting in the collapse of her 
entire economy and untold sufferings and privations to the people of 
the country. While most of the Allied Nations, like the U. S. A., 

Canada, Australia and the U. K., had kept their consumption level 
'not only at par with pre-war conditions but had even increased it 
to a considerable extent, India’s consumption level showed a down- 
ward trend and ultimately resulted in aggravating the misedes of the 
people who were already on the starvation line. Almost all the 
countries including the Dominions showed enormous increase in the 
volume of their production. On the authority of the economic 
survey of the League of Nations, the volume of production in the 
United States nearly doubled during 1939-44; its war production was 
as great as its national income in 1939. Further, Canada and South 
Africa provided for the .whole of their war production through an 
increase in the aggregate output. Indian industry, as a whole, on 
the other hand, did not expand much since 1942. The over-all 
increase in production is estimated at 20 per cent but the output 
in certain industries actually declined in 1943 due to shortage of coal, 
transport difficulties and capital goods. More recently, production 
has declined appreciably. There is, however, one significant feature 
of our own economy, i.e., India’s repayment of her sterling debts 
to Great Britain. India had long felt the need of the elimination 
of her sterling debts, a good portion of which was imposed on her as 
she had no choice of her own. Accumulation of sterling balances 
helped India to wipe off her sterling debt which amounted to Rs. 469 
crores in 1939. With only this one favourable feature of her war 
economy. India emerged out of this war, a country sliattered econo- 
mically, without any major industries to give hope for the- future 
and with a famine-stricken people. The only tangible assets to count 
upon are sterling balances accumulated by the Reserve Bank of India, 
which may be taken to be her only hope for the future econom’C 
regeneration of the country. 

This is evident then that India’s sterling loan to Britain was 
compulsorily taken from her and at great cost to her j^ople. But 
this is a matter of history now and we in this country are prepared to 
treat it as such, provided the problem of its repayment is settled. to 
out satisfaction. The primary significance of the sterling balances 
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Ites in the most important fact that India is at present very little 
industrialised; and for further industrialisation we require capita] 
goods, industrial know-how and other means and materials which we 
will have to import. This will require external finance; and our 
sterling balances can serve just this purpose. It is obviously in our 
interest that these balances are released to us at an early date; and 
that they are made convertible in foreign currencies. That, indeed, 
has been Indians national demand from the very outset. /Britain has 
not been finding it possible to satisfy India in these regards^ Indeed, 
a section of the British Press and even certain responsible persons in 
Britain pressed for partial repudiation or scaling down of these 
balances. This attitude was as unjust as thoughtless. It led people 
in India to suspect the motives of H. M, G. and the British Nation. 
Happily Greit Britain has overcome this attitude and this has removed 
a great obstacle in the path of Indo-British co-operation. The ques- 
tions of the rate of redemption and multilateral convertibility of 
sterling balances can best be settled by negotiations and agreements; 
and this has been the method that the two countries have followed 
recently. ^ 

The position in the earlier part of 1947 was that India was free 
to utilise her sterling balances in any manner she pleased for expen^ 
diture in or remittances to the sterling area subject only to the 
limitation of availability of goods in that area. She was also entitled 
to convert the balances into dollars or any other currency at her 
own discretion provided she was satisfied that the expenditure 
involved was essential and in the interests of the economy of the 
country. This position could not continue for long on account 
of the provisions of the financial agreement between the U. K. and 
U. S. A' As a result of this, an interim settlement was made on 
the 14th Aug ust, 1947. Under this agreement, a sum of £ 30 million 
was released for use by the Reserve Bank of India as working balan^ 
ces and a further sum of £ 35 million for multilateral convertibility^ 
In addition to this a further sum of £ 18 million was made available 
for multilateral convertibility to India and £ 6 million to Pakistan 
on the extension of agreement for a further period of six months ih 
January-February 1948, which expired in June, 1948. The main 
criticism against this, new extension was that the balances now made 
available for multilateral convertibility were too little to warrant 
any development in our economic conditions. But we could not 
ntlH^e.eVen more than -£ 3 million out of a total of / 83 million 
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released to us. This clearly shows the non-availability of suitable 
goods that we need for our purpose. 

A fresh agreement was later entered into between India and 
U. K.— the so-called final settlement. On 1st April, 1947, the undivid- 
ed Government of Iidia took over all the military stores a» d 
installations located in India which were the property of H. M. G. 
The book value of these assets was of the order of £ 375 million 
(Rs. 500 crores). It has now been agreed that a sum of £ 100 million 
(Rs. 133 crores) should be paid in full and final settlement for all 
the stores and installations taken over on 1st April, 1947. India has 
also agreed to purchase the two annuities worth £ 147^ million 
(Rs. 197 crores) and £ 20{| mill on (Rs. 27 crores) to pay off her central 
and provincial liabilities as regards the pensions to the European 
officers to be liquidated over a period of 60 years. 

The final accounts of the undivided Government of India for 
1946-47 showed that a sum of £ 49 million (Rs. 65 crores) remained 
due from U. K. under the plan for the allocation of defence expendi- 
ture between India and that country. Certain liabilities pertaining 
to the period covered bv \h[s plan still remain to be met and after 
allowing for tl>ese the, final amount due has been fixed at £ 55 million 
(Rs. 73 crores). 

In view of the various uncertain factors both in the world and 
in the U. K., the agreement for the multilateral convertibility has 
been confined to only one year. It will be limited to 15 million 
(Rs. 20 crores) in the* first year. As regards the release of sterling, 
the agreement has been for 3 years ending 30th June, 1951, During 
this period a sum of £ 80 million (Rs. 107 crores) will be jeleased 
which together with the balance in Account No. 1 as on 1st July, 
1948, would place at our disposal resources amounting to £ 160 mil- 
lion (Rs. 213 crores) over and above our export earnings during 
this period. 

Thus it will be found that amongst the countries of Europe 
with which India has important trade relation, the only two countries 
which would still remain hard currency areas for us are Belgium and 
Portugal besides the Anglo-American Zone of Germany. Other 
countries have become soft currency areas for us. With regard to' 
Japan, we are entitled to get dollars to the extent of £ 3i million 
(Rs. 4J crores) this year out of our trade balance with that country. 
We are also free to borrow from the International Monetary Fund to 
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meet our deficit balances in trade. The following Table is illumi- 
nating in this respect. 



£ (millions) 

Rs. (crores) 

Sterling balances (1-7-48) 

1160 

1547 

Total Releases 

360 

480 

Balance 

V ^ 

800 

1067 

Normal Currency Reserve 

200 

161 

Balance available 

;£'600 m. 

Rs.800 CTS. 


Thus India’s buying capacity has been put for the next three 
'years at Rs- 213 crores plus the normal exports of £ 500 crores a year* 
amounting to Rs, 1713 crores in total. Considering the enormous 
requirements of this country for the coining years, we feel that the 
amount released is not quite sufficient. But much depends upon the 
availability of capital goods in the foreign countries. What is 
really necessary, is the increased release for multilateral convertibility 
which i$ unsatisfactory both as regards amount and time. The period 
of one year is too short to warrant the execution of any plan. 

In order that we may be in a position to draw up and launch 
upon an economic plan, it is necessary that the period as well as 
time of multilateral convertibility should be sufficiently long. How 
long should the period be, can be answered from various angles, much 
depending upon the nature, order and scale of priority of our econo- 
mic plan. 

Besides this, the balances can also be utilised for the liquidation 
of British commercial assets in India which are estimated to be 
between £ 300 and 500 million. At home, an essential pre-condition 
of effective utilization of sterling balances in particular and success- 
ful planning in general is effecting certain currency reforms at early 
date. A reasonable maximum limit to the amount of sterling 
securities which the Reserve Bank of India can hold in the Issue 
Department must be fixed. In view of a considerable reduction in 
out invisible imports in the future, a limit of Rs. 100 crores might 
be adequate. The minimum of the gold proportion of the currency 
reserve and the maximum limit to the holding of rupee securities 
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must be put at a higher figure, and both together should be subject to 
a minimum proportion of the note-issue. The Reserve Bank may 
also be allowed to substitute rupee securities for sterling securities 
to the extent it may deem necessary. With the nationalization of 
the Reserve Bank of India, we hope the above suggestions will be 
given adequate consideration and the steps that are taken will not 
only redeem India from the dangers of infiat ion but will also put her 
economy on a stable and firm footing. 



INFLATION AND OUTPUT 

BY 

A. 1C* Das Gupta 

A certain misunderstanding seems to persist in our country in 
regard to the relation between prices and production. There i? a 
tendency to connect the present inflation with a shortage of goods 
and an attempt to shift emphasis away from money to production. 
It is the object of this paper to argue that inflation is essentially a 
monetary phenomenon and that output in this context is a secondary 
matter and may be left almost alone. 

My own explanation of the post-war inflation in India runs 
in terms of an excess of expenditure on consumption over that which 
would just compensate the decline in investment that has taken 
place during this period. Altogether there are three sources of 
finance of this excess expenditure: (a) dishoarding, or the release 
of cash balances formed out of past income ; (h) increase in the 
volume of current money income; (c) increase in the (>ro(>ortion of 
current money income devoted to spending. Among these* the first 
and the second are definitely operative. Depression in the securities 
market is a good indicator of the first and rise in money wage rates 
is an indicator of the second. It is difficult to say if the third factor 
is operative too. It depends upon whether there has been a change 
in the distribution of income in favour of the lower income groups 
who are more proue to spend than to save. Wage increase and 
increase in agricultural prices are pointers in this direction. Yer, in 
spite of the protestations of the industrialists, we would perhaps go 
oflF on false scents if we made too much of this or even the second 
factor. For, in the face of the broad facts concerning the gap 
between cost of living and wages^ or between non-agricultural retail 
^prices and agricultural wholesale prices,* it is impossible not to 
believe that these Lave Leen swamped by the other and the mote 
significant factor* — dishoardi ng. It is true that wage increase is an 

^ Unfortunately we do not have reliable wage statistics. But 1 am sure 
nobody escept those who have an axe to grind will contest the general 
validity of the proposition that wages in our country are still lagging 
behind cost of living. 

Agricultural Parity index (Base Aug. ISSS) has come down from 15S as 
.in July, 1947, 40- 120 in July, 1948. 
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important fact connected with inflation and that stabUi^atlon of 
prices does imply stabilisation of wages* Yet 4t is misleading 
recognise that a rise in money wages is more a symptom than a cauM 
of Inflation and that until the basic cause of inflation — ejcces^s spen- 
ding — is eliminatel, it is preposterous to talk of wage stabilisation 
The main thing for us to settle is the level at which price has to bt 
stabilised and theA to Ak up a rate of wages which will yield a profit 
margin sufficient to keep up production at a level consistent With 
full employment. The rate of investment and consumption has to 
be adjusted accordingly. In the present circumstances, when any 
substantial curtailment of investment is not possible nor perhaps 
desirable, this will surely require a considerable reduction in the 
propensity to consume, and the first charge must necessarily be on 
dishoarding.** 

We often hear it said, however, that the one thing that Is wrong 
with our present situation is ‘scarcity* of goods, that if prices are 
to be lowered, V hat we have to do is just to ‘step up* production. 
Our industrialists and even some of our statesmen — or perhaps their 
‘economic advisers’ — are indeed viewing the problem in this manner. 
It is even argued sometimes that the ‘effective circulation of-money,’ 
which is what determines the flow of money income, has declined 
since the end of the war and that, since the pri;:c level depends lipon 
money income relatively to the supply of goods, the present 
high prices are to be explained solely in terms of the scarcity of 
goods* 

This is a myth which requires exposure. The protagonists 
df this view not merely overlook the basic relation between produce 
tion and prices, they also seem to shut tlieir eyes to certaip broad 
facts which ought to have convinced them otherwise. Since the 
end of the war till June, 1948, the Economic Adviser’s price index 
has gone up by 56 p.c. whereas Notes in Circulation and Bank Deposit# 
have increased by 36 and 34*7 p.c. respectively. Thus prices — even 
though controlled for most of the period — have increased snore 
considerably than cash balances. This, if anything, must bean 
Ind ication that cash turnover has inctleased during the -period^ To 
talk of a fall in ‘effective circulation of ifioney’ In the face of theaie 
facts is absurd, if not mischievous. ' 

[ have dUcttseed this matter at length in a pa>er printed for private 

clr<;alaticn (inflation in Indiar^Tlieorettcat Analysts Economic Convention* 

iHS, Khoj Far) sliad, Calcutta). 
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There has been no doubt some decline in production in certain 
directions in the post-war years. The ‘Capital* Index shows a decline 
in industrial activity from 1207 in 1944-45 to 105 8 in April, 1948. 
But to say that this is the cause of high prices would be grossly to 
misjudge the process of price formation. It would be just a crude 
and mechanical application of the old Quantity Equation which 
conceals the more vital and organic connection between prices and 
production.^ For, if we rule out harvest failure and similar exogenous 
phenomena, the effect of falling output turns out to be just the 
opposite of what the so-called Quantity Equation would lead us to 
suppose. A fall in output, in so far as*' it is accompanied by a fall 
in jthe volume of employment, should rather result in lower money 
income and in lower prices. Indeed, in our present context, it is 
money that has been the initiating factor in the causal process. 
Decreased saving and increased money income have caused prices to 
rise and •jet output has remained low — this is the situation. The 
significant query, therefore, is rather why output has failed to respond 
to rising prices, why the price boom has not been accompanied 
by an output and employment boom. This, no doubt, is a sort of an 
anoa^aly which needs explanation. 

Reference is often made in this connection to labour strikes 
which have be^n a feature of our post-war economy and this of 
course fits in with the ‘scarcity’ explanation of inflation. You pay 
wages all right but labour is not effectively employed during the 
strike period. Expenditure is thus kept up while output lags behind. 
I would argue, however, that the waste on this account must 
not be exaggerated nor must the warrant for these strikes be 
glibly over-ruled, for, are not these strikes themselves the inevit- 
able result of the inflationary rise in the cost of living ? There 
are indeed other more important factors to explain the fall in 
output. 

Firstly, there must have been some diminution in the income- 
getting power of the country on account of the depletion of capital 
resources during the war years. During the war we had surely full 
employment in any understandable sense of the term, and, in the 

^ A very glaring example of this kind of fallacy is to be found in a recent 
article by no less an authority on public affaiis than Arthur Moore (see 
his ‘Some Aspects of Inflation, Capital^ September 16, 1918). “Infla- 
tion,** savs Arthur Moore, “does not mean that th^re is too much money 

about; it means that there are too few goods about The basic 

remedy for inflation . . is increased consumption of stable commodi* 
ti^s.** (My italics). 
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face of rising money rates of wages, it is difficult to believe that 
there has been much of a reversal in the post-war years except 
perhaps to the extent warranted by the creation of specificity of 
labour/ Now, even the same amount of labour with diminished 
capital must yield smaller output. It is difficult to estimate the 
degree of internal capital depletion that has taken place during 
the war and the extent to which it has been replenished in the 
post-war years. But the general presumption seems to be justified 
that adequate replacement has not been done. This is due partly 
to the difficulty of importing capital goods from abroad and partly 
also perhaps to the uncertainties of the market. In the circum- 
stances an increase in the technical resistance to outcut seems to^ be 
inevitable. We often hear of transport bottlenecks, and of course 
they have been serious. Is not the problem of machinery bottle- 
necks at least equally serious, too 1 

Secondly, specificity of labour is one of the factors that might 
have kept down employment and output in spite of rising prices. 
Employable labour may be there in the market, but it is not 
sufficiently mobile or is not suited to just those industries that are 
having the stimulus, unemployment and rising prices may very 
well go together. In a short period which experiences fundamental 
structural disorganisation, unemployment is surely consistent with 
rising prices. Post-war transition should in general be characterised 
by such structural disorganisation. In the Indian context, 
however, since, as I think, the production structure was not 
affected by the war to any substantial extent, transitional 
unemployment would not perhaps be at all serious. But 
partition has upset out calculations. The inter-Dominion move- 
ments of population that have followed it have introduced into 
the economic system a degree of specificity whose importance can- 
not altogether be neglected. The outgoers have left gaps which have 
not been filled in by the incomers. The latter have not yet been 
fitted into our economy, and it may take some time before they are. 
The refugees — at any rate, a large part of them — arc consuming 
agents, not producing agents yet. 

Above all, thirdly, there is that obnoxious legacy of war-jtime 
contruls-^an unusually large degree of market imperfection 
and rigidity — whose share of responsibility in keeping down employ- 
ment and output must be taken serious account of. Indeed, 


^ See below. 
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In my, judgment, the almost ubiquitous monopoly practices which 
controls and the license system have brought in are, both qualita^ 
tively and quantitatively, the most significant of the restrictive 
forces operating in our economy today. 

If the above analysis is correct, then it appears that there is 
scope for an increase of production, although by any reasonable 
calculation it seems unlikely that it should be anything very large 
when account is taken of the hard fact that the technical equip- 
ment is in the short period practically fixed. Quite apart, however, 
from the magnitude of the potentiality of output, will an increase 
in employment and output at all solve our problem of infl^ation J 
This is rather the more significant question in the present context. On 
the lines of the reasoning applied previously to the case of falling 
output, we may at once see that the reaction is more likely than 
not to be just the other way about. Except in so far as there exists 
excess capacity in plants and machinery, increase in employment 
results in diminishing returns, so that with a given money wage ratet 
additional output can be secured only at a higher money 
cost of production. And, of course, a rise in money cost can 
hardly be accompanied by lower prices! To put the matter in a slightly 
different way • An increase in employment and output will be accom^ 
panied by an increase in money income by way of payments to factors 
used ; but on account of the operation of diminishing returns, the 
increase in output will not be commensurate with the increase in 
money income. Hence, unless the rate of saving increases in the 
meanwhile, additional expenditure will still press on output and 
prices will have a tendency to rise up. Full employment must 
certainly be an objective of economic policy under any circum- 
stances. But no economist in his senses will ever say that full 
employment measures will by themselves lower prices. On the 
contrary ,Jn our present context, since the ruling real wage rate, in 
spite of rising money wage rate, is about the minimum conceivable, 
and since, therefore, we are already in a state of true inflation, a re- 
moval of bottlenecks-^no doubt highly desirable by itself— will 
inevitably lead nbt only to rising prices but also to rising money wage 
rates. 

With the existing money wage rates — and, of course, a cut in 
wages is not a practicable proposition in the present state of things — 
the only way how an increase in output could be made compatible 
with a fall in prices is by raising the productivity of labour^ If 
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labour becomes more productive, then surely other things remain^ 
lug the same, the unit cost of output diminishes and prices do have 
a tendency to fall. I shall not be surprised if this is what turns out 
in the ultimate analysis to be at the back of the mind of those who 
are emphasising the output aspect. Even then they should remember 
that increase in the productivity of labour involves larger and better 
employment of capital. It implies not merely an increase in the 
effectiveness of labour, it also implies an increase in the efficiency 
of labour. All these, however, are a long period affair and, impor- 
tant as they are vitally for our economy, they must be considered 
independently of our immediate problem of inflation and must not 
be confused with it. 

Inflation as such is a monetary phenomenon. If it is to be tackl- 
ed, it must be tackled by monetary measures, — measures relating 
to investment and saving. As an incentive to production, uncer- 
tainty of the market must be removed and competitive forces must 
be released as far as possible. But as a preliminary to any back- 
ground measure of this kind, the market must be relieved of the 
redundant currency and of the possibility of a wayward movement 
of prices such as we are having today. 



INDl^ AND THE DOLLAR PROBLEM 

BY 

Lanka Sundaram 

The problem of India’s dollar requirements is bound to assume 
added importance with the passage of time, for a variety of reasons, 
not the least important of which is the growing need of the country 
to obtain sufficient hard currency to buy capital goods, etc.* in the 
non-sterling area of the world. This is a problem, however, which 
has been very sadly neglected in this country, both in official and 
non-official circles, and it is thus very necessary ^hat an examination 
is made of it in all its aspects. 

By a series of notifications issued on July 11, 1940, September 
28,1940 and November 23, 1940 JRule 92(2) of the Defence of India 
Rules], the dollar resources of Indian nationals were frozen and 
taken hold of by Government of India as one of the steps needed 
for the prosecution of the War. Under a Finance Department 
notification of March 10, 1941, the Government of India took over 
American securities held by Indians “for the purpose of strengthening 
its financial position’’ and “to transfer to itself certain foreign 
securities.” The position was particularly difficult before the 
establishment of Lend-Lease by the late President Roosevelt, and 
Britain was obliged to lay hands upon the dollar resources of every 
country in the Empire and create the now infamous Empire Dollar 
Pool. Time and again, the Central Legislature, during the recent 
War period, demanded the withdrawal of India from the Empire 
Dollar Pool and the non-freezing of India’s dollar resources, but 
with scant success. 

As if stung with remorse. Sir Jeremy Raisman announced the 
allocation of 20,000,000 dollars in 1944 and a like amount in 1945, 
ostensibly to serve the needs of India for dollars to enable her campaign 
of industrialisation to take shape. In 1946, Sir Arch., aid Rowlands 
allotted 40,000,000 dollars for the same purpose. It must, however, 
be remembered that allocation of dollars between 1944 and 1946 cid 
not necessarily mean actual access to and utilisation of the same, 
either for the purpose of meeting the day-to-day requirements of the 
industry and commerce during the years concerned. The operation 
of controls in India, vfe. grant of priorities, import licences, allocation 
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of freights, etc., was such that Sir Archibald Rowlands was compelled 
to admit in the Budget Sessioni 1946, of the Central Assembly that 
these dollar allocations were not fully utilised by nationals of this 
country. It was almost suggested that Indian industrialists were 
unwilling and enable to utilise allocations of dollar resources. But 
as one who has had considerable opportunity of studying this question 
firsthand, I am in a position to state that this suggestion was a 
canard which must be exploded without any mercy. ♦ 

Actually, the boot was on the other foot. Indian indusfry was 
groaning under the incubus of lack of opportunities for replenish- 
ment of machinery and parts. Even the visit of the Indian 
Industrialists* Mission to the U, K. and the U. S. A. in 1945 did not 
give to this country the much needed access to the capital goodi 
markets of these two Western nations, even though such markets 
were sellers’ markets and the Indian industrialists concerned were 
willing to pay, from out of the meagre allotment of dollars for the 
year 1944 to 1946, for such of the equipment which was imperatively 
needed by them to enable the industries to carry on. 1 make bold 
to say that what little dollar allotment was grudgingly made during 
these three years was rendered nugatory, in so far as access by 
Indian entrepreneurs to goods in the U. S. A., and even in countries 
like Switzerland, etc., was denied through the operation of controls 
by the Government of India at the behest of the British Government. 
It will, thus, be seen how the problem of dollars for this country 
was rendered extremely diiSicult b the British Government, and its 
factotum, the executive government in India, during all the years of 
the World War 11, and qven during the early months after the 
cessation of international hostilities. 

Information was consistently denied by the Government of 
India about India’s dollar resources, which were compulsorily 
brought into the Empire Dollar Pool since the outbreak of the 
Second World War up to date. Even Sir Ardeshir Dalai, when he 
was the Planning Member, did not fulfil his pledge for giving infor- 
mation on this vital question, which was part of his responsibility 
to the country, for he was face to face with the problem, particularly 
after his talks in the U. K. and U. S. A. at the time of the Indian 
Industrialists’ Mission’s visit to those two countries, to find out 
exactly what dollar resources India had, or has, to plan out her 
industrialisation through purchases of machinery and other equips 
ment in non^sterling countries. 
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Such of the estiirates which are extant in this country about 
India’s contributions to the Empire Dollar Poo! were available 
through American sources and through non-official estimates in this 
country, COMMERCE & INDUSTRY of New Delhi estimated the 
accrual of India’s dollar resources at anything between 800,000i000 
to 1,000, 000,000 dollars (November 14,1945). This estimate was 
based upon the following indices : 

1. The' requisition of dollar securities and 

balanres held by Indians under Re- 
quisition of Dollar Securities and 
Balances Order of the Government of 
India sometime in 1940 ... ... ... 30,000,000 

dollars. 

2. India’s net favourable balances of trade 

with U. S. A. during the war period 

up to March, 1945 ... 180,000,000 

3. Expenditure of U. S. A. in India (Novem- 

ber 26, 1945) 564,000,000 ” 

774,000.000 
^ dollars. 


These figures obvious^ “elate to a period earlier than the 
ce-satfon of hostilities in the Far East, and the backwash of Lease- 
Lend and Reverse Lease-Lcnd transactions, taken together with 
similar other commitments of Britain in the U. S. A., lead one to 
the conclusion that India’s dollar resources had actually shot over 
the 1,000,000,000 dollar mark. Representative Emmanuel Celler 
repeatedly stated that this was the case, and this estimate was 
confirmed by a statement of the U. S. Department of Commerce 
that 25 per cent, of the Sterling accruing to India in London was 
through the transfer of India’s dollars to the Empire Dollar Pool, 
and this equation also lends weight to our estimate. 

The following table indicates the trade position between U.S.A. 
and India during the seven War years • ' 
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(In crores of rupees) 


Year. 

Exports to the 
: U. S A. from 
India. 

Imports from 
the U. S. A. into 
India. . 

i 

I 

1 

Balances of 
Trade. 

1 

1 

1938-39 ... I 

14 3 

i 

9.8 j 

+4.5 

1939-40 

27.2 

i 

14.9 I 

1 

+ 12.3 

1940-41 

31.9 1 

27.0 

+ 49 

1941-42 

46 4 ! 

1 

34.6 

+ 11.8 

1942-43 

27.8 

19.1 

+ 8.7 

1943-44 

40 3 

18.4 

+ 21.9 

1944-45 ... 1 

44.8 

50 5 

- 5.7 


Balance in 

favour of India 

+ 58.4 


What has happened to these 1 000,000,000 dollars owing to 
India from the Empire Dollar Pool? The answer to this stupendous 
question is a very simple one. Worthless sterling came to he piled 
up in India’s account in London, and India’s share in the Empire 
Dollar Pool was eaten up de iberately by Britain. Mr. Harry White, 
Assistant Secretary to the U. S. Treasury, testified to a secret session 
of the U. S. Senate Banking Commission that, Britain at one time 
held 3,500,000.000 dollars in gold and securities on deposit in U.S.A., 
and yet India’s dollars were eaten up without any compunction at 
all. It is known that during the years 1943 and 1944 Britain was 
able to redeem some 200,000,000 dollars, or possibly more than this 
conservative estimate, from out of the 425,000,000 dollars pledged 
as collateral in 1941 by the British Reconstruction Finance Corpora- 
tion with the U. S. A. This process of “renewal” of Britain’s 
economy was only made possible through a most unceremonious 
and pitiless denial to India and other freedom-less countries of the 
British Empire group of their legitimate dues. 
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While India* even after the visit of the Indian Industrialists* 
Mission to the U. K. and the U. S. A. in 1945. bailed to obtain her 
dollars for legitimate use, American opinion got hardened from that 
day against the existence in operation of a strong sterling bloc, which 
they considered to be inimical to tbeir own trade interests. This was 
the reason w hy Senator Brewster threatened the creation of Dollar 
bloc for the U. S. A. if Britain refused to liquidate her sterling obliga* 
tion to countries like India. One had thought that the grant, early in 
1946, of a low-priced 50-year loan of 4 , 400 . 000,000 dollars to Britain 
by the U. S- A. would secure a partial grant to this country of 
dollars through the conversion of accumulated sterling in London. 
This has not happened so far. On the contrary, the Lend- 
Lease overall agreement between India and the U. S. A., which was 
initiated by Sir Arthur Waugh on behalf of India and Mr. Dean 
Acheson, Acting U. S. Secretary of State, on May 16, 1946, had the 
effect of completely wiping out the direct Indo^U. S. accounts relat- 
ing to Lend-Lease and Reverse Lend-Lease. The result was that 
India was left to the tender mercies of Britain in respect of her dollar 
requirements and resources, and even the resignation of Mr, K. C. 
Mahindra, Head of the Indian Supply Mission in Washington, in 
1945, 'as- a protest against the obstructions thrown across his path 
for dollar purchases, did not create the requisite impression upon the 
British People. 

A glance at the over-all trade figures of India will demonstrate 
the manner in which India’s foreign trade was stifled. In 1944-46 
India’s favourable balance of trade was Rs. 27 crores (total exports 
228 crores : total imports Rs, 201 crores). This meagre favourable 
balance compares to a balance of Rs. 92 crores in 1943*44 and Rs. 84 
crores in 1942-43. It is a curiosity of economics as how in 1944-45 
our favourable trade balance could be reduced to'such low depths 
compared to the preceding two financial years. If we compare 
itemwise the export and import figures, we will find the following 
results ; 


Total exports from India to U. K. and 
Empire countries... 

Rs. 

138 

crores 

tf 

Total imports into India from U. K. and 
Empire countries ... ... ... ‘ 

78 


Total exports from India to non*Empire 
countries ... > 

Total imports into Inaia from non-Empire 
countries 

73 

»> 

125 



25 
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For the first time in 1944-45 our trading with non-Empire 
countries yield a tremendous deficit in our balance of trade. As 
against this, exports to the U. K. and Empire group shot up in a 
remarkable manner indeed, compared to the total import from the 
same into this country. The moral of this equation is clear. The 
existence and operations of the Empire Dollar Pool militated 
against the natural fanning out of India’s overseas trade, and the 
establishment of profitable trade relations with non-Empire countries, 
without which our national economy cannot be sustained in all its 
aspects, either today or tomorrow. It is established that India’s 
favourable balance of trade with the U. S. A. was declining in recent 
years. On the other hand, Representative Emmanuel Celler (July 
28, 1945) declared that American exporters were entitled to “yell 
like stuck pigs” against the artificial barriers to U. S. A. trade with 
India owing to the existence of the Empire Dollars Pool. In contrast 
to this picturesque outburst of an American politician, a spokesman 
of the U. S. A. Government (July 20, 1945) admitted that India had 
suffered in her trade relations with the U. S. A. owing to the exis- 
tence of the Empire Dollar Pool. It is clear that in the overall trade 
relations between India and U. S. A., we have come off very badly 
indeed, and that Britain had reaped a very rich harvest in her 
approach to problems of our national economy, pushing us further 
down the ladder of industrial and commercial progress. 

It is important for India’s economic progress that the problem 
of sterling balances is suitably solved, keeping in full view our 
economic needs and requirement^i, The loan which U. S. A. granted to 
Britain sometime back sets a precedent of g ear significance to us 
in this country. I do not see any reason why the Government in 
the U.S. A. cannot give the Government of India a direct loan»of, say, 
1,000,000,000 dollars with a price a id service period which are not 
dissimilar to those granted to Britain. The collateral for this loan 
would necessarily be India’s sterling credits in London, plus a guaran- 
tee by Britain that the American loan to India would be amortised 
and paid off from our sterling credits. 1 do not see any difficulty 
for Britain to pay off 20,000,000 dollars, plus interest, every year, by 
nibbling at our sterling credits. Naturally, this would be a direct 
loan from tht U. S. A. to India, with Britain as guarantor and 
ultimate debtor. In other words, Britain’s indebtedness to India 
would be converted into her additional indebtedness to the U. S. A. 
Something like this transfer ot inucDcedness is vitally necessary both 
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SCHEDULED BANKS (in lakhs of rupees.) 


Year 

Demand & 
Time 
Liabilities 
(a) 

Bills 

Discounted 

(b) 

% of 
(b) to (a) 

1935-36 

22,056 

356 

1.6 

1938-39 

23,783 

486 

2.04 

1939-40 

'24,568 

525 , 

2.1 

1940-41 

26,884 

384 : 

1.05 

1941-42 

31,896 ; 

493 i 

1.5 

1942-43 

41,049 ; 

218 1 

.5 

1943-44 

59,941 j 

552 ’ 

.9 

1944-45 

77,892 j 

1,116 i 

1.4 


liabilities of the scheduled banks. For a country that aspires to launch 
upon gigantic schemes of economic development and regeneration* 
nothing can be more alarming* disappointing and pitiable than this. 
Every intelligent industrialist and ^trader must concede that the 
institution of organized Bill Markets at places like Calcutta* 
Bombay and Cawnpore should be considered as the main plank 
of planned development. This is more so because until there 
is an organized Bill Market* as there is one for stocks and 
shares, the Indian banks are not likely to take any great interest 
in this matter. 

(4) Agricultural Credit Bills 

The need for linking up rural credit with the urban money 
market was well appreciated and improvised in the Reserve Bank 
Act, 1935. Thus* by section 17 (2) (b) of the Act, the Reserve Bank 
is authorised to purchase* sell or rC'discount bills that satisfy the 
conditions set out below: 

(i) That the bills are drawn and payable in India. 
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(ii) That they bear at least two good signatures, one of which 

is that of a scheduled bank or a provincial bank. 

(iii) That they are drawn or issued for the purpose of financing 

seasonal agricultural operations or the marketing 
of crops. 

(iv) That they mature within nine months from the date of 

purchase or rediscount by the Reserve Bank exclusive of 
days of grace. 

Under the above provisions the Reserve Bank of India can 
undertake rediscounting of agricultural bills bearing endorsement of 
a scheduled bank. But in the existing conditions it has not been 
possible to afford adequate facilities for agricultural credit; in fact, 
nothing much could be effected beyond offering some advances 
to the co-operative organisations through the agency of provincial 
co-operative banks, and even now the bulk of rural credit is sup- 
plied by individual money-lenders. The Reserve Bank, it will be 
agreed, cannot be expected to participate on any broad scale until 
the rural credit system is properly regulated and conforms to the 
prescribed minimum conditions. 

Here it needs be fully appraised that any planned improvement 
of agriculture as envisioned in post-war schemes will necessitate 
vast influx of capital into the countryside. The entire system of rural 
credit must be re-organised, widened and placed on aa new footing. 
In substance, the whole state of affairs must be properly conditioned 
so as to enable the joint-stock banks along with the central bank 
to finance on a wider basis agricultural production and marketing. 
In this connection, it may, however, be suggested that the first step to 
such re-conditioning would be the establishment of licensed ware- 
houses at the principal agricultural centres. Construction and 
maintenance of these warehouses can conveniently be undertaken by 
the provincial G:)vernmcnt8 through the co-ordinated functions of 
the Agriculture and the Co-operative Departments. If this is done, 
the agricultural bills, supported by receipts issued by the government 
controlled warehouses, may be readily accepted by scheduled banks. 
Such bills will then be re-discouncabic in the pn posed Bill Market 
or at the counter of the Reserve Bank. 

(c) Hundis 

Another form of exchange bill which enjoys wide currency in 
the Calcutta market consists of hundis drawn by parties financed by 
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indigenous shroffs and accepted by the latter. The indigenous 
bankers or shroffs have by arrangement limits fixed for them 
by the Imperial Bank and other big commercial banks, and the 
hundis drawn and accepted on the strength of this cover are freely 
discounted by the Imperial Bank and other top-ranking banks. Some 
of the exchange banks as well take interest in the discounting of 
hundis. But. in fact, such hundis do not always arise out of genuine 
trade transactions and are sometimes used as mere substitutes of 
cash credits or outright loans. This system is neither safe nor 
congenial. It may, however, be hopji that with the organization 
of a Bill Market and the increased practice of drawing trade bills, 
the hundi system will automatically become unpopular, to be resorted 
to only in case of extreme emergency. 

In this connection it may te noted that the “Imperial Bank is 
becoming more and more censorious in the matter of hundis. It is 
of opinion that hundis are becoming very risky documents. One 
of the Governors of the Imperial Bank is of opinion that hundi 
brokers generally are njt of a reliable character and they have the 
knack of disappearing in a monetary crisis. Any bank which wishes 
to discount largely these hundis should take security from these 
brokers which should be confiscated if any loss arises out of these 
transactions. Endorsees of these hundis must also be of a solvent 
character. All these precautions are essential to check kite-flying 
by men of doubtful sta.idmg in ti e money market.”* 

Other Conditions 

The organization of a discount-market in bills, as envisaged here, 
will require fulfilment jf.c* rtain other conditions. Trade bills to be 
eligible for discount in the open market must be covered by acceptable 
guarantees. In the first place, rltese bills must be accepted by the 
parties on whom they are drawn or must be guaranteed on their 
behalf by their bankers. Secondly,' the bills should be drawn fora 
definite currency ai.d must have a specific date of maturity. Regu- 
lation of commercial practices with a view to satisfying these 
conditions should not be veiy difficult. Supply bills drawn upon 
Government departments, municipalities, railways, other semi-public 
bodies and largj commercial institutions, can be given a definite 
maturity period net exceeding 90 days by mutual agieement and be- 
accepted by the drawee or his banker, which must b: of the status of 
^ B. R. Rau, Par^se/it^Jay Banking in India, 
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a scheduled bank. As to other commercial bills, they should have 
similarly a definite period of maturity not exceeding 90 days and 
must be accepted by the party they are drawn upon, and further they 
must bear the signature of a scheduled bank as a collateral guarantee. 
Agricultural bills should also be endorsed in the same way and 
guaranteed either by the piovincial co-operative bank or any sche- 
duled bank. Regarding foreign exchange bills, there will not be any 
great difficulty. It is, however, rightly apprehended that such com- 
mercial practices are not likely to come into vogue without Govern- 
ment intervention and it is high time that suitable legislation in the 
matter is adopted. 

Rediscounting facilities offered by the Reserve Bank of India as 
per provisions laid down in the Act should also be properly attended 
to. It seems to be a common grievance that re-discounting facilities 
now available at the Reserve Bank are too meagre and the clause 
of “approved” bills and securities acceptable for such re -discounting 
arc often interpreted in a rather unresponsive manner. But a close 
scrutiny of facts will reveal that the Reserve Bank cannot go very 
far until the general circumstances improve. It needs here be fully 
appreciated that the Central Bank as the apex institution guiding 
and controlling the entire banking system of the country cannot 
afford to be unduly liberal in the matter of granting loans and 
advances. In fact, re-discounting of bills at the Reserve Bank’s 
counter should be the last resort and in no circumstances should it 
be encouraged as a part of the common practice. Moreover, with 
the institution of an organized Bill Market the occasions for such 
re-discounting will become more uncommon. Nonetheless, the very 
fact of their re-discountability at the Reserve Bank will render them 
into readily acceptable instruments of the money market. On the 
other hand, it is quite abvious that the Reserve Bank, because of its 
unique position as such, cannot absolve itself of heavy responsibilities, 
if an organized Bill Market is to be successfully set up. As the 
Central Bank it is the pivo: of the entire money-market, and in this 
matter too ‘the public would legitimately demand of its authorities 
to take up the initiative. During the past few years, the affairs of 
the Reserve Bank have not been always free from fault and not un- 
often it has failed to rise to meet the country’s requirements. It 
is, therefore, demanded that the authorities should no longer shelter 
themselves in unresponsive passivity and should take bold steps to 
organise the money-market on lines suited to the situation. 
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Reserve Bank are likely to extend to them, they can work with full 
confidence as necessary components of Indian economic life* 

On account of legislative protection which is being designed 
to safeguard money entrusted to banks, depositors are bound to 
develop greater degree of confidence in the banks of the country. 
This must further stimulate progress of Indian banks. If any 
further assurance to depositors were necessary the country, can 
introduce insurance on deposits as has been done in the United 
States of America. 

Bankers in India are often accused that they do not help in 
providing industrial finance for the country's growing industrial needs. 
The word “industrial finance" connotes many types of credits one, 
long-term credit meant to supply capital needs of industry and the 
other short-term credit calculated to supplement their working 
capital. Banks in India today are mostly of the type known as 
‘^commercial hanks", which specialize in taking short-term money, 
and consequently it is beyond their scope to cater for anything other 
than si ort.-term credit needs of the coDHtry. It is true that com** 
mercial banks in some countries have been meeting long-term credit 
needs of their people but we must remember that Indian banks in the 
past have had to depend only on themselves for help and succour in 
times of need and they could not, wiAout peril to their existence, 
violate the basic principles associated with their working. But I have 
every hope that with the changing times, India will have specialized 
banks dealing with long-term industrial credit needs of the country ; 
and even some of the existing banks may combine to find such 
institutions. I understand that Government of India is actively 
considering to establish some such institution. 

India’s commercial intercourse with the outside world is expect- 
ed to increase more and more. Increasing share in such business 
would be handled by the people of the country. The necessary 
consequence of such a development would be participation by Indian 
banks to an ever increasing degree in the foreign exchange operations 
of India. To the uninitiated and uninformed, foreign exchange busi-- 
ness has been represented to be risky and dangerous business. No 
doubt it requires cerjalo am unt of technical ability for its successful 
operation, but that is a pre-requisite of every walk of life. But 
with proper training and guidance, India should produce exchange 
traders as capable and efficient as any country. Even today some of 
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our Indian bankers are working so ably and safely in foreign countries 
that they have won admiratipn of their competitors and foreign 
bankers. 

Indian banking is entering an age of great opportunity and 
usefulness. It can plan development with fuHtst confidence. But 
like every public activity it must not {exploit economic needs of the 
nation for its own aggrandisement — it must remain a handmaid of 
business and a servant of the people. 



FOREIGN BANKS IN INDIA 

BY 

Manu Subedar 

Foreign banks occupy an important place in the financial 
mechanism of this country and are most important in the financing 
of the foreign trade of India. They are known in this particular 
sphere as exchange banks; but the name of exchange bank is a 
misnomer. They are not mere exchange banks only; they have got 
branches in the interior; and I have never been able to understand 
a country which would permit a foreign bank not only to come in 
at the ports but to penetrate right inside and establish branches and 
to do internal banking business for the people in this country. 
These institutions are big and powerful — the most powerful among 
them being the Lloyds Bank, which is one of the biggest banks in 
the United Kingdjm; with their experience and with their personnel 
and with their superior power, they always got the ear of the Govern*^ 
ment of India during the British Period. In every matter they are 
competitors who have always given trouble to Indian banks. It is 
w^ell known — I am writting about what happened twenty-five years 
ago fortunately, because now the Indian banks are strong enough 
to defy these exchange banks— that the spring of all the rumours 
which caused runs on the Central Bank of India and even on the 
Bank of India at one time— two of the biggest Indian banks today — 
was from the exchange banks. These banks have prevented the 
growth of the rupee bill market in India. Ours is the only unfortu^ 
nate country in the world in which everybody who sells to us sells 
in pounds, everybody who buys from us buys in pounds — in other 
words, there are no rupee bills. If there are nc rupee bills, there 
is no rupee bill discount market and therefore our money market 
is entirely undeveloped. This great injustice to this country from 
the continued operation of the exchange banks in the last thirty 
years is one which will be remembered in future and which it was 
attempted by the Central Banking Enquiry Committee to cure — but 
in which I am sorry to write the Reserve Bank has completely failed 
to realise its obligation. These British banks have helped British 
shipping and British insurance companies. They have made it 
impossible for shippers to use Indian companies; they have made 
26 
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difficulties with regard to shippers and to borrowers to use the 
services of Indian insurance companies, to the disadvantage of this 
country and that is one of our grievances. They do not always 
keep their funds which they raise in India in this country; it was 
notorious in fact at one time that they took enormous amounts of 
cheap deposits from this country and took it outside this country, 
to the Far East, and earned very much higher rates of interest that 
were prevailing there. 

When, these foreign banks come here, they do not bring much 
money or material to this country : they raise deposits in this 
country, deposits belonging to the Indian people. These deposits 
are placed there at a cheap rate and thay are lent out to European 
firms at a cheap rate — European firms who are competing against our 
traders; and by this competition not merely our bankers suffered; 
It was not merely the Indian banks who were the victims of this 
unfair competition which they were enabled to inflict by means of 
Indian money; it was the Indian traders and the Indian businessmen 
who also suffered ; the Indian businessman when he went to his bank 
had to borrow at a heavier rate of interest because the Indian bank 
in its turn had to pay a higher rate on deposits. The English 
businessman when he went to the exchange bank was able to borruw 
one or two per cent cheaper and lower. This perpetual favoured 
position with regard to the money rates in favour of foreign business 
in India has been a feature of the life of this country for the last 
thirty years, and this is the thing which we must destroy. We have 
the yiecedent of no less a country than the richest country in the 
world, namely, United States of America, which is prohibiting any 
foreign bank from establishing branches in America and borrowing 
there. You can have a branch in America and take your own money 
there or lend; but you cannot have a branch in America and raise 
deposits : they are prohibited even from becoming trustees. So 
strict is the /igilancc of the .American people that not one dollar of 
American money will be used by foreigners against American trade 
in America itself. This is the unfortunate position in which this 
country is. This was the rrajor point of difference between my 
colleagues and myself on the Central Banking Enquiry Committee. 
There was no other major difference. Were they or were they not for 
prohibiting foreign banks (including British Banks) from raising 
deposits in nua country? If as 1 wanted only banks registered in 
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India can raise deposits in this country, then there was no question 
about licensing foreign banks, because the registration business 
would have brought every institution under the operation of all the 
laws which applied to banks, and there was no need to license the 
foreign bank who could lend but not borrow in India. But this 
could not be done while the discriminating sections 111 to 121 of 
the Government of India Act existed. Therefore the next best thing 
which was unanimously reported by the Central Banking Enquiry 
Con-imittee, presided over by the only Indian who had held, though 
for a very short time, the office of the Finance Member, it is surpri- 
sing that the Government of India should have rejected, and rejected 
without any explanation, the unanimous recommendation to them of 
a license applicable to all banks. 

Then there arc other foreign banks also, banks from other 
countries, such as Portuguese .Japanese, French and American; and 
indeed the reciprocity clause which was included in the proposed 
Banking Companies Bill was very clever though unsatisfactory, 

Indian banks find it beyond them to start exchange banks 
because of unfair competition of foreign compeers and the hegemony 
of foreign banking, shipping and insurance interests. At the time 
of the establishment of the Reserve Bank of India, it was expected 
of the Imperial Bank that they would function as an exchange bank. 
It is said that they have got an office in London; but I do not know 
whether they have launched themselves out sufficiently in the 
exchange field; but if they have not, then certainly they have belled 
one of the greatest exoccations which was made of them at the time 
of the Central Banking Committee. 




BANKING FRAUDS IN INDIA 


BY 

N. V'. Sonalkar 

The senior hank officers 'are required to be a peculiar blend of 
a solidier, a scholar, a statesman, a salesman, an administrator and a 
saint. It is difficult and slow process to pick up men who will after 
requisite, traditional and long training come up to the expectations 
Lack of prospects of rising to higher positions had prevented the 
educated and able type of young men from going in for banking 
service as a career— a few exceptionally gifted persons still did rise 
from the lowest ranks to high positions. The branch expansion in 
India was held up for want of trained staff but the failure of the 
Alliance Bank and the amalgamation of the Tata Industrial 
Bank gave a large and experienced staff to the Imperial Bank of 
India which took over the Alliance Bank, and to the Central Bank 
of India with which the Tata Industrial Bank was amalgamated. 
This made expansion of branch banking easter by increasing their 
sraff of experienced hands who could relieve competent officers and 
train other men. Both the Banks also began taking quali6ed young 
men to he trained for responsible positions and more and more 
persons of’ the right type were attracted towards the banking 
profession. 

Banking did nor attain its present unique position and banks 
did not come ti> ci>nnote honesty, vigilence, service, confidence 
and impartial advice, merely because rich and outstanding personages 
adorned the Boards of banking companies. The prestige and 
reputation was built up by those easily satisfied middle class 
gentlemen who valued their reputations more than money and lived 
up to certain high standard of honesty, probity, impartiality, 
usefulness, alertness and study which they set for themselves as 
absolutely essential for inspiring the confidence of the public in 
hanks’ utility and reliability. 

The ethics of conduct and ideals of efficiency have after 
lo.ig experience crystallized into such definite rules that the 
slightest deviation from them results in loss of repuration, money 

or business. 
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Any act of commission or omission which causes loss to any 
bank is a fraud practised upon it consciously or unconsciously. 
The frauds on banks can be classified as follows : 

1. By an outsider without the help of an employee of 

the bank. 

2. By an outsider with the help of an employee of the 

bank. 

3. By an emp’oyee. 

4. By a person in authority in the bank. 

5. The client taking advantage of the mistake or omission 

of the bank. 

6. Lack of knowledge on the part of the management. 

7. Failure of the Manager to be alert. 

8. Prolonged illness. 

It is difficult to estimate the magnitude of the aggregate loss 
suffered by banks in any one country during a year, how much of it 
is borne by the insurance companies, how many lives are ruined, 
what public money is wasted in investigations and prosecutions. 
In Calcutta alone hardly a year passes without reports of a fraud 
involving over a lakh of rupees. The alleged swindle of a number 
of banks to the extent of Rf. 40 lakh by one Ghosh, who is reported 
to have given bogus bills on the Supply Department, is perhaps 
the biggest fraud by one individual. It is not known what amount 
will the banks have to write off as bad debts. The Bank of Baroda 
and the Bhowanipore Banking Corporation cases appeared to cover 
eight to ten lacs of rupees each. Privy Council having decided 
in favour of the Bank of Baroda, some part of the loss fell on 
other banks. 

Most of the banks have been devoting some attention to 
“plugging the locks” by finding out how frauds were committed, and 
have been altering or devising system of checks and balances. But 
if frauds are to be prevented, it is more important, and particularly 
so at this juncture, to study not how frauds are committed but why 
frauds are committed. 

Just before the outbreak of the war which has ended, the 
banks in India had gathered a nucleous of a staff which had attained 
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just that degree of proficiency which would encourage the manage- 
ment to try them in responsible positions. But India had in recent 
years a remarkable crop of new banks which were bent on opening 
as many offices as possible. Unfortunately this phenomenon 
occurred exactly at the time when the older banks were also com- 
pelled by pressure of circumstances to expand their activities to a 
larger number of trade centres. Naturally both the old and the new 
banks had to draw on the limited supply of trained hands and as a 
result there is hardiv any banking office in lndia» which can say that 
it has sufficient experienced staff. The new hanks are probably 
worse off in this respect because they have got a heterogenous 
collection drawn from diiferent institutions and their own routine 
is not yet settled. It is true that the new banks have paid higher 
salaries to attract experienced men, but they have not succeeded in 
getting as many men as they require. The older banks have been 
compelled to induce their men to stay. They are also feeling keenly 
the strain of the drain on their personnel and have had to promote 
men to such higher positions as they would .never have dreamt of 
reaching in the higher levels of the hierarchy. 

In the making of a banker, practice counts more than theory 
and tne hanks which have pushed ahead with the opening of branches 
with men who have not gone through the traditional long period of 
apprenticeship, have offended against some inexorable principles of 
sound banking. On account of the dearth of experienced staff, they 
have got to tolerate the inefficient persons, thus promoting laxity 
and putting greater strain on the smaller proportion of experienced 
hands thus making the banks more vulnerable exactly Tit the time 
when they are most exposed to frauds. 

The periods of inactivity in production and employment which 
generally follow long wars are known to produce crime waves. 
This is because during the continuance of hostilities anybody willing 
to work generally finds employment; many people earn more than 
they deserve and come to adjpt higher standards of living. When the 
sources of earning easy money dry up and unemployment increases, 
many do not like to return to their pre-war way of honest living 
and resort to fraud to replenish their fast emptying coffers. 

Comparatively, India has been immune from deliberate frauds 
practised by clever and daring forgers and organized gangs of crooks 
but recent reports of frauds on a number of banks show that the new 
type of criminal equipped with scientific knowledge and backed by 
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clever unscrupulous artisans is stalking boldly about victimising the 
placid unsuspecting bank men. 

Very few criminals care to disclose all the circumstances that 
led them into c(mimitting the defalcations. It is, therefore, difficult 
to analyse how exactly the criminars mmd works under a given set 
of circumstances. But broad factors contributing to the downfall 
of men, which emerge from the study of reported frauds, are worth 
noting. 

Necessity coupled v/ith opportunity accounts for the largest 
number. Necessity for money may arise either on account of un- 
foreseen expenditure due to illness in the family or other social 
circumstances or because the man has contracted vices or has taken 
to gambling. Bank'), therefore, see that their employees are adequ- 
ately paid and are helped in periods of difficulties brought about by 
circumstances over which they had no control. If banks only watch 
the conduct of their employees, they would at once detect how one 
was living beyond his means or getting into financial difficulties. 
Such indications were not wanting in most of the cases where emp- 
loyees have cheated banks. 

No employee starts helping himself to funds by fraud with a view 
to cheat the banl: outright. He justifies his conduct in the beginning 
by believing that he is only borrowing money and is per hwps all the 
time anxious to re:urn the m )nevr. I i spite of the inclination of the 
employee to help himself, he' would be he’pless if the system of checks 
and b dances in a bank were properly drawn up and kept efficient 
i. Li atodate. It is oily oppurtunity that ultimately drives one 
with poor mual stainiao* intolctually committing a fraud. Banks 
must, therefore, ge: their systems overhauled by experienced and 
competent ofEcers and make them fraud-proof. They should have 
regulations insisting on the highest standards of morality and beha- 
viour and must encourage those who maintain such standards. They 
must prohibit the ‘staff from indulging in speculation or gambling 
or moving in bad ci-impany. 

The senior officers of the bank must also watch the behaviour 
of their staff with clieius and they mu>. carefully scrutinise the 
work and dealings of ( iiose me.nbers of the staff who show special 
friendship with particular clients. The bank authorities themselves 
must see that n >ne of their transactions savour of sharp practices 
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because once the staff gets to know of these, quite a few of them 
would be led to copy the example in other directions. 

A httle carefulness generally leads to detection of frauds. 
Responsible bank officers must, therefore, never accept explanations 
lightly about the irregularities without thoroughly going through all 
the entries. If they carefully investigate how and why the irregula- 
rities occurred, they will very often discover a fraud. 

The safety of the bank’s funds lies almost entirely in the hands 
of the staff. The bankers can assure themselves of the best protect 
tion against frauds if they select their staff after proper scrutiny 
about their antecedenrs and the family history and offer them 
security of service and take personal interest in their welfare, 
encouraging them for all good work and standing by them in times 
of their difficulties. It will be difficult for an outsider to practise 
fraud on a bank if the employees of the bank are honest, experienced 
and alert. 

Every fraud, however cleverly practised, carries a warning 
which an experienced banker catches almost by intuition. There is 
always some irregularity which if noticed and pursued can always 
defeat the designs of the cleverest crook. There may be something 
suspicious in the behaviour of the man or in the hurrying up of the 
staff or in his trying to be funny. It may be found in the unusual 
nature of the transaction or in the peculiar characteristics of the 
transactions ot a recently opened account or a mixture of more than 
one of these. Very lew experienced officers can deny that they had 
somehow felt that there was something wrong with the whole thing, 
when they passed orders for payment on the strength of a document 
v/hich was forged or fraudulent. 

From the recent reports it appears that the knowledge of the 
chemicals, which can easily erase names, words and figures written 
with ordinary inks, is increasing and more and more banks have been 
victimised particularly by erasing the lines which are usually drawn 
to make it crossed or payable to order. In India before the law was 
recently amended, a cheque criginally made payable to bearer, could 
be made payable to order of a subsequent payee if it was endorsed 
by any of the holders so as to make it payable to a person or his order. 
Since the amendmenr of the law, a chetiue drawn payable to bearer 
always remains payable to bearer; and. banks must not accept, in 
their own interest, mere drawing of a line as making the cheque 
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payable to order. As it is a meterial alteration, it should bear the 
full signature of the drawer. 

In India the laws affecting bankers differ from province to 
province. Many a bank has lost in the courts or paid heavy penal, 
ties because itS' documents were not properly drawn up. It is in the 
interest of bankers to call for a conference for discussing the various 
central and provincial laws that affect the banks and move the proper 
authorities for removing the uncertainties regarding interpretations 
of certain sections of laws as they stand at present and for removing 
the disabilities like heavy stamp duties on instruments of hypotheca- 
tion or pledge which come in the way of their extending accommoda. 
tion to the traders with minimum and reasonable incidental costs. 
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on for Commerce, Industry & Food, 1941-42; resigned in 
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Bengal. ProXhancellor, Delhi University, 1941-42, and for- 
merly Fellow of Calcutta University Sometime Commiss- 
ioner, Calcutta Port and Mayor of Calcutta, 1934-35. Presi- 
dent, Federation of Indian Chambers of Commerce and 
Industry, 1935; formerly President, Bengal National Chamber 
of Commerce; President, Indian Life Offices’ Association, 
1933-34, Was a Member of the Central Banking Enquiry 
Committee and Member of the Indian Industrial Mission that 
visited U. K. and U. S. A. in 1945. President, Hindusthan 
Co-operative Insurance Society, Ltd., and Director of about 
25 industrial and financial concerns. Author of a number 
of books on economic and commercial problems. A balanced 
and practical economic thinker of India whose views command 
great respect and acceptance both among economists and 
businessmen. The Future of Foreign Capital was written by 
him before he joined the West Bengal Cabinet as Finance 
Minister, 

P. S. NARAYAN PRASAD is the Director of Monetary Rc'^earch,- 
Resetve Bank of India, Was for some time Professor ot 
Economics, Maharaja’s College, Jaipur, Graduated with 
distinction from the Andhra University and also studied at 
Banaras Hindu Llniversity. Was also Professor of Economics 
at Wadia College, Poona and Hislop College, Nagpur. A 
brilliant young economist and financial expert. The Theory 
of Agricultural Indebtec ness was written sometime before he 
joined the Reserve Bai k of India. 

V. L. D’SOUZA is Professor of Economics and Head of the Depart- 
ment of Economics, University of Mysore. Born in Mysore 
on 15th June, 1896. Educated in Madras and London — B. A. 
and B, Com. respectively of these two Universities. His 
writings are characterised witu clarity, logic and attractive 
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style, Author of Economic Development of My sore ^ and States 
in Federal India, 

DEWAN BAHADUR HIRALAL L. KAJI, M. A., B. Sc., J. P., 
1, E. S. (Retd.), Kaiser-i-Hind Medallist, is a leading educa- 
tionist, economist, co*operator and businessman. President 
of the All'lndia Co-operative Institutes’ Association, of the 
Indian Provincial Co-operative Banks’ Association, and of 
the Bombay Provincial Co-operative Marketing Society. He 
is a Director of the Bombay Provincial Central L’nd Mort- 
gage Bank and an Honorary Fellow of the Bombay Provincial 
Co-operative Institute. He *is the Vice-Chancellor of the 
Indian Women’s University, Bombay, and is closely connect- 
ed w th the Bombay and Andhra Universities. He is the 
Vice-President of All-India Manufacturers’ Organization and 
Founder-Chairman of the V^sant Insurance Co., Ltd. He 
was the Founder-President of the Bombay Co-operative Insu- 
rance Society (1930-35) and was a Member of the Co-operative 
Planning Committee of the Government of Ihdia (1945). He 
took his M. A., winning the Telang Gold Medal, at the early 
age of l8, at which he also became Professor at the Gujrat 
College, Ahmedabad. Joined 1. E. S in 1920, and retired in 
1941. Has written a number of books of which Co-operation 
in Bombay and Co-operation in India are well known. 

KRISHNA KUMAR SHARMA, M. A., B. Com., is the Head of 
Commerce Department in Meerut College, Meerut, U. P. 
Has written is number of bi oks on various economic and' 
commercial subjects but mainly on currency and finance. 
Was Lecturer in Economics and Commerce at S. D. College, 
Kanpur, from 1925 to 1941, Member of the Faculty of Coni- 
merce, Agra Uniyersity. Appeared as a witness before tlie 
U.P. Industrial Finance Committee (1935), the U, P. Un- 
employment Committee (1935) and the U. P. Economic Plan- 
ning Committee (1935). Hub been carrying on researches 
for some time past on Reserve Bank of India and Rural 
Credit. 

B. S. AUDHOLIA, M. A., M. Com., is the Principal of the Govind- 
ram Seksaria College, Jubbulpore. His special subject is 
Banking and Currency and he has two standard w'orks on the 
subject to his credit. Has been doing laudable work in 
regard to the building up of economic and commercial 
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literature iu Hindi. Is the chief Editor of Artha Sandesh^ 
an economic qnarterly, and co-author of Vanijya Shabdavali 
(Commercial Terminology in Hindi). 

B. N. CHATTER]!, M. A., is the Dean of the Faculty of Commerce, 
and Head of Economics Department in the same Faculty, in 
the University of Lucknow. Has specialised in International 
Trade and Currency -and Banking. Mr. Chatterji is a store- 
house of knowledge and his writings are welhinformed and 
illuminating. 

D, S. SASTRI, M. A., C. A. I. B., is a banker of wide experience. 
Passed M. A. in Economics from the Madras University. 
From July, 1920, ha 5 been engaged in banking in Bombay 
and other centres. Passed the examination of the Institute 
of Bankers, London, in 1923. Worked as an assistant in the 
Bombay, Karachi and Madras offices of the Central Bank of 
India under the inspiring guidance of Sir S. N. Pochkanwala 
who has been called the Napoleon of Indian Banking. Since 
that time, has had varied experience. He was for some time 
associated with the Andhra Bank which rapidly expanded due 
to his efforts. Rejoined the Central Bank of India as their 
gent at Coimtatore,; and was subsequently on Audit and 
Inspection duty for all the South Indian Branches of the Cen- 
tral Bank of India; is the Agent of the Madras Branch of the 
Central Bank. Mr. Sastri is a very experienced practical 
banker, with a strong theoretical background. His excellent 
book. Bankers* Advances against Goods, is already a ce»ebrat» 
ed work of rare qualities. 

S. K. MURANJAN, M. A., B. Sc., D. Sc. (London), Principal of the 
Sydenham College of Commerce and Economics, Bombay* 
is India’s leading banking expert. Was Professor of Banking 
at the Sydenham College, Bombay, for a very long time, and 
is now the Principal of that College; Bombay Educational 
Service; his writings show his masterly grasp on intricate 
matters of currency and banking and his treatment of these 
problems is deep, analytical and original. Among his well- 
known works are Modern Banking in India, Economics of Post^ 
war India, Economics of the Cabinet Delegation s Proposals. 

D. V. RAJ ALAKSHMAN. M. A., M. Sc., F. S. S., Dip. Econ., is 
the Head of the Research Department of Statistics in the 
University of Madras. Passed M. A. in Matnematics and 
M. Sc., in Statistics from Madras University. He took the 
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latter examination by thesis on “Rectangular Distribution and 
Analysis of Time Series/* Was awarded the Gokhale Prize 
of the Madras University for a thesis on “Wartime Food 
Supply and Consumption in the Madras Presidency/* Was 
elected Fellow of the Royal Statistical Society, London, in 
1946. Has published over 20 papers on theoretical and applied 
statistics, mainly on current economic problems. 

M. L. TANNAN, O. B. E., M. Com. (Birm.), Bar-at-law, I. E. S. 

(Retd.), R. A., is a leading authority on banking and currency 
in India, especially banking law. Was Export Trade Con- 
troller and Special Officer, War Risks Insurance, Bombay; 
General Manager, Punjab National Bank, Lahore, 1937-39; 
Principal and Professor of Banking, Sydenham College of 
Commerce and Economics, Bombay, 1920-1937; on deputation 
to the Government of India, Commerce Department, as 
Secretary of the Indian Accountancy Board and Under- 
secretary, 1932-35. Born 2 May, 1885. President, 10th 
Indian Economic Conference, 1927; Vice-President, Indian 
Economic Society, 1921-23; Syndic of the Bombay University, 
1923-24 to 1927-28; Secretary, Accountancy Diploma Board, 
Bombay; Director, Bombay Central Co-operative Bank Ltd., 
Bombay; Member, Council of Indian Institute of Bankers. 
Publications — Banking Law and Practice in India, Indian 
Currency and Banking Problems (with Prof. K. T. Shall), 
and several booklets on Banking ai d Currency problems. 

N. G . RANGA, Professor. A thorough and careful economic 

thinker. Prof. Ranga has devoted his life to the service ef 
the country. Has been a valiant fighter in the cause of 
national freedom and has been one of the economists shaping 
the economic policy and programme of the Indian National 
Congress. Has been a member of the Indian Legislature and 
is a member of the Indian Consciturnt Assembly. Has 
represented India in several international conferences with 
great ability and credit. 

PARES DAS GUPTA, M. A. M. Sc., is a keen student of economics. 
Wa» for sometime the Director of Research, Nath Bank, 
Limited, Calcutta. Is now the editor of the EASTERN 
FINANCE and the Secretary of the Eastern Chantiiber of 
Commerce. Has made a special study of Bill Marketing with 
special referc”ice to India. 
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K. L. GARG, M. A., B. Com., Ph. D., is the Principal of the Bara- 
haseni College, Aligarh. Had a brilliant academic career 
and won the Queen Empress Victoria Jubilee Medal of the 
University of Allahabad. Was Head of Commerce I^epart- 
ment of S, M. College, Chandusi, for some time. Jrlas written 
a number of excellent books on Incometax, Company Law, 
etc. He has specialised in the study of Indian Stock Exchan- 
ges whjch was the subject of his Ph. D. degree* 

SIR ABDUL HALIM ABUL HUSSEIN KHAN GHUZNAVI, Kt . 
landlord and merchant, has been a Member of the Indian 
Legislative Assembly since 1926. Delegate to all three Round 
Table Confere nces in London; Member, Consultative Com- 
mittee in India (1932); Delegate to the Joint Parliamentary 
Committee, 1933; Member, Advisory Board, Indian Delegation 
to the World Economic Conference. l933; Member, Court, 
University of Aligarh; Fellow, Calcurta Universif ; President, 
Central National Muhammadan Association; Member, Royal 
Asiatic Society; Chairman, Trustees of Indian Museum, 
Calcutta; President, Muslim Chamber of Commerce, Calcut- 
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Research Utilisation Committee; Member, Governing Council, 
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Edwards Ltd., J. R. Norton St Sons Ltd, United Press of 
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Calcutta. 

A. K. DAS GUPTA, M. A., Ph. D. Econ. (London) is the University 
Professor and Head of the Departments of Economics and 
Commerce at the Banaras Hindu University, Benaras. He 
is noted for his special study of economic theory; and 
because of that, his treatment of economic issues is always 
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LANKA SUNDARAM. M. A., Ph* D. Econ. (London) is the Editor 
of the Commerce & Industry of New Delhi. He is a fearless, 
thought-provoking and stimulating writer who chinks 
originally and carefully. He is noted for his independence 
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of thought. A staunch worker in the cause of national 
freedom, he has represented India in some international 
conferences with credit and distinction. 

B. T. THAKUR is the Ger eral Manager of the United Commercial 
Banjk, Ltd., one of the biggest commercial banks of India* 
Had long been associated with the Central Bank of India 
and has the distinction of working with great ability and 
distinction with Sir S N. Pochkanwala. One qf the ablest and 
front-rank bankers of India, Mr. Thakur is as sound in 
theory as in practice. His work. Organized Banking in IndiUy 
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MANU SUBEDAR, R. a., B. Sc. Econ. (London), Barrister-at-law, 
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India. Was for some time Professor of Economics at the 
Bombay and Calcutta Universities; Partner, Lalji Naranji 
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community before the Babington Smith Committee; wrote 
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and also on Housing Scheme; Member, Indian Central Bank- 
ing Enquiry Committee; Official Adviser on matters of 
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